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MEMORANDUM  FOR  DIRECTOR  OF  DEFENSE  PROCUREMENT 
ASSISTANT  SECRETARY  OF  THE  ARMY 
{FINANCIAL  MANAGEMENT) 

ASSISTANT  SECRETARY  OF  THE  NAVY 
(FINANCIAL  MANAGEMENT) 

DIRECTOR,  DEFENSE  CONTRACT  AUDIT  AGENCY 
DIRECTOR,  DEFENSE  LOGISTICS  AGENCY 

SUBJECT:  Audit  Report  on  DoD  Procurements  from  Federal 

Prison  Industries  (Report  No.  92-005) 

We  are  providing  this  final  report  for  your  information  and 
use.  Comments  on  a  draft  of  this  report  were  considered  in 
preparing  this  report,  which  resulted  from  a  Hotline  allegation. 

DoD  Directive  7650.3  requires  all  recommendations  within  DoD 
to  be  resolved  promptly.  Therefore,  we  request  that  the  Director 
of  Defense  Procurement,  the  Assistant  Secretary  of  the  Navy,  and 
the  Directors  of  Defense  Contract  Audit  Agency  and  Defense 
Logistics  Agency  provide  final  comments  on  the  unresolved 
recommendations  by  December  11,  1991.  DoD  Directive  7650.3  also 
requires  that  comments  indicate  concurrence  or  nonconcurrence  in 
each  recommendation  addressed  to  you.  If  you  concur,  describe 
the  corrective  actions  taken  or  planned,  the  completion  dates  for 
actions  already  taken,  and  the  estimated  dates  for  completion  of 
planned  actions.  If  you  nonconcur,  state  your  specific  reasons 
for  each  nonconcurrence.  If  appropriate,  you  may  propose 
alternative  methods  for  accomplishing  desired  improvements. 

If  you  nonconcur  with  the  estimated  monetary  benefits  or  any 
part  thereof,  you  must  state  the  amount  you  nonconcur  with  and 
the  basis  for  your  nonconcurrence.  Recommendations  and  potential 
monetary  benefits  are  subject  to  resolution  in  accordance  with 
DoD  Directive  7650.3  in  the  event  of  nonconcurrence  or  failure  to 
comment.  We  also  ask  that  your  comments  indicate  concurrence  or 
nonconcurrence  with  the  internal  control  weaknesses  highlighted 
in  Part  I. 

We  appreciate  the  courtesies  extended  to  the  audit  staff. 

If  you  have  any  questions  on  this  audit,  please  contact 
Mr.  James  J.  McHale,  Program  Director,  at  (703)  614-6257 
(DSN  224-6257)  or  Ms.  Victoria  C.  Hara,  Project  Manager, 
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at  (703)  614-6263  (DSN  224-6263).  Copies  of  the  final  report 
will  be  distributed  to  the  activities  listed  in  Appendix  H.  The 
audit  team  members  are  listed  inside  the  back  cover. 


Robert  J.  Lieberman 
Assistant  Inspector  General 
for  Auditing 


Enclosure 
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Secretary  of  the  Army 
Secretary  of  the  Navy 

Under  Secretary  of  Defense  for  Acquisitions 

Assistant  Secretary  of  Defense  (Production  and  Logistics) 

Chief  Executive  Officer,  Federal  Prison  Industries 


Office  of  the  Inspector  General,  DoD 


AUDIT  REPORT  NO.  92-005 

(Project  No.  OCH-8010) 


October  11,  1991 


PINAL  AUDIT  REPORT  ON 

DOD  PROCUREMENTS  FROM  FEDERAL  PRISON  INDUSTRIES 


EXECUTIVE  SUMMARY 


Introduction.  Federal  Prison  Industries  (trade  name  UNICOR)  is  a 
wholly  owned  Government  corporation,  created  by  Congress  in 
1934.  The  mission  of  UNICOR  is  to  support  the  Federal  Bureau  of 
Prisons  by  employing  and  training  Federal  inmates  through  the 
operation  and  earnings  of  factories  producing  products  and 
services  for  the  Federal  Government.  For  FY  1990,  UNICOR  had 
sales  of  $343  million  to  Federal  agencies,  and  DoD  purchased 
$212  million  of  the  total.  For  the  13  National  Stock  Numbers  for 
electrical  and  electronic  cables  purchased  by  DoD,  UNICOR  was  the 
only  producer  for  the  last  2  to  19  years. 

Objectives.  The  objectives  of  the  audit  were  to  determine  the 
validity  of  a  Hotline  allegation  concerning  the  pricing  of 
certain  electronic  and  electrical  cables  procured  from  UNICOR  and 
to  examine  the  reasonableness  of  prices  paid  for  other  similar 
items  procured  by  DoD  from  UNICOR.  We  also  evaluated  the 
adequacy  of  internal  controls  within  DoD  related  to  procurements 
from  UNICOR. 

Audit  Results.  We  recognized  that  UNICOR  had  operational 
difficulties  and  limitations  posed  by  their  unique  mission  and 
the  need  for  UNICOR  to  achieve  sufficient  earnings  to  allow  for 
the  incorporation  of  an  expanding  prison  population  into 
UNICOR.  Nevertheless,  the  audit  showed  that  prices  paid  for 
electronic  and  electrical  cables  purchased  from  UNICOR  often 
exceeded  costs  and  negotiated  profits.  The  DoD  contracting 
officers  did  not  require  UNICOR  to  submit  certified  cost  or 
pricing  data  as  required  by  Federal  Acquisition  Regulation  15.804 
"Exemption  of  Submission  of  Certified  Cost  or  Pricing  Data,"  and 
Public  Law  87-653,  Truth  in  Negotiations  Act,  and  did  not 
adequately  protect  the  interests  of  DoD  when  determining  whether 
prices  quoted  by  UNICOR  were  fair  and  reasonable.  As  a  result, 
48  of  the  54  contracts  (55  work  orders),  valued  at  $11.7  million, 
were  overpriced  by  $1.8  million  (Appendix  A).  In  addition, 
five  contracts,  valued  at  $786,133,  were  priced  at  a  loss  of 
$288,047  to  UNICOR  and  one  contract,  valued  at  $1.5  million,  had 
a  fair  and  reasonable  price  (Appendix  B) . 

Internal  Controls.  Internal  controls  pertaining  to  procurement 
procedures  for  obtaining  and  analyzing  contract  cost  and  pricing 
data  were  not  adequate  to  ensure  fair  and  reasonable  prices.  See 
Part  I  and  the  finding  for  details  of  these  weaknesses. 


Compliance  with  Laws  and  Regulations.  DoD  contracting  officers 
did  not  comply  with  Federal  Acquisition  Regulations  and  Defense 
Federal  Acquisition  Regulations  when  contracting  with  UNICOR. 
The  Federal  Acquisition  Regulation  establishes  policies  and 
procedures  for:  submission  of  cost  or  pricing  data;  price 
negotiations;  assessment  of  the  adequacy  of  the  estimating  system 
of  the  contractor;  inclusion  of  contract  clauses;  and 
determination  of  the  allowability#  allocability #  and 
reasonableness  of  proposed  costs. 

Potential  Benefits  of  Audit.  We  identified  potential  monetary 
benefits  of  an  estimated  $1.8  million  and  improved  compliance 
with  acquisition  regulations  (see  Appendix  F) . 

Summary  of  Recommendations.  We  recommended  that  DoD  coordinate 
with  UNICOR  on  the  parameters  of  reasonableness  for  UNICOR 
profits  and  the  type  of  data  DoD  contracting  officers  need  to 
negotiate  prices  on  UNICOR  contracts.  We  also  recommended 
training  for  procurement  personnel  and  the  implementation  of 
additional  internal  controls.  In  addition#  we  recommended  that 
DoD  request  a  voluntary  refund  of  $1.8  million  and  review  other 
contracts  with  UNICOR  for  potential  overpricing. 

Management  Comments.  Since  issuance  of  the  draft  report,  the 
Office  of  the  Director  of  Defense  Procurement  has  been  working 
with  UNICOR  on  profit  and  pricing  procedures.  The  Army  agreed  to 
request  a  refund  and  to  review  other  contracts.  These  actions 
fully  comply  with  the  recommendations  of  the  report.  We  received 
comments  from  the  Defense  Contract  Audit  Agency;  however,  we  were 
informed  that  they  intend  to  revise  their  comments,  which  we  will 
consider  as  comments  to  the  final  report.  As  of 
October  11,  1991,  the  Director  of  Defense  Procurement  had  not 
responded  to  the  draft  report.  The  Navy  and  Defense  Logistics 
Agency  comments  were  received  too  late  to  be  included  in  the 
report.  We  request  responses  to  the  final  report,  indicating 
concurrence  or  nonconcurrence  with  the  recommendations  by 
December  11,  1991.  Although  no  response  was  requested,  the  Chief 
Executive  Officer,  Federal  Prison  Industries,  provided  comments 
that  stated  that  UNICOR  was  working  to  improve  cost  estimating 
and  accumulation  weaknesses  as  listed  in  our  previous  management 
letter  to  UNICOR.  However,  he  did  not  agree  with  the  report 
findings  on  overpricing.  We  stand  by  our  findings.  A  synopsis 
of  the  Chief  Executive  Officer  comments  and  audit  response  to  the 
comments  are  at  Appendix  I,  and  the  complete  text  of  the  comments 
is  in  Part  IV. 
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This  report  was  prepared  by  the  Contract  Management  Directorate, 
Office  of  the  Assistant  Inspector  General  for  Auditing,  DoD. 
Copies  of  the  report  can  be  obtained  from  the  Information 
Officer,  Audit  Planning  and  Technical  Support  Directorate, 
(703)  693-0340. 


PART  I  -  INTRODUCTION 


Background 

Federal  Prison  Industries  (trade  name  UNICOR)  is  a  wholly  owned 
Government  corporation,  created  by  Congress  in  1934.  UNICOR 
exists  under  the  Department  of  Justice;  however,  it  is  an 
incorporated  entity  of  the  District  of  Columbia  operating  on  a 
nonappropriated  fund  basis.  The  mission  of  UNICOR  is  to  support 
the  Federal  Bureau  of  Prisons  by  employing  and  training  Federal 
inmates  through  the  operation  and  earnings  of  factories  that 
produce  products  and  perform  services  for  the  Federal 
Government.  Earnings  from  these  products  and  services  are  used 
for  preindustrial  training,  for  purchase  of  new  equipment,  for 
renovation  of  existing  factories,  and  for  capital  expansion. 

UNICOR  is  governed  by  a  board  of  directors,  whose  members  are 
appointed  by  the  President  of  the  United  States.  The  board 
represents  interests  of  industry,  labor,  agriculture,  retailers 
and  consumers;  the  Department  of  Defense;  and  the  Attorney 
General.  Disputes  as  to  price,  quality,  character,  or 
suitability  of  UNICOR  products  are  arbitrated  by  a  board 
consisting  of  the  Comptroller  General,  the  Administrator  of  the 
General  Services  Administration,  and  the  President  of  the  United 
States,  or  their  representatives.  Discussions  with  procurement 
officials,  however,  revealed  that  the  arbitration  board  is  not  a 
viable  option  because  of  the  high-level  of  the  individuals  or 
their  representatives  involved. 

Objectives 

The  audit  objectives  were  to: 

o  determine  the  validity  of  the  Hotline  allegation 
concerning  pricing  of  electronic  and  electrical  cables  procured 
from  UNICOR, 

o  examine  the  reasonableness  of  prices  paid  for  other 
similar  items  procured  by  DoD  from  UNICOR,  and 

o  evaluate  the  adequacy  of  internal  controls  within  DoD, 
related  to  procurements  from  UNICOR. 

Scope 


Hotline  allegation.  We  reviewed  11  contracts  for  electronic 
and  electrical  cables  with  a  combined  value  of  $52,293  awarded 
during  1986  through  1990  (Appendix  A).  We  reviewed  records  at 
the  Defense  General  Supply  Center  (DGSC)  and  UNICOR. 
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other  items.  The  universe  was  determined  based  on  a 
computer-processed  database  of  contract  actions  $25,000  and  above 
(DD  Form  350,  "Individual  Contract  Actions  Report")  for 
FY  1989.  We  did  not  establish  the  reliability  of  these  data 
because  the  primary  purpose  of  this  objective  was  to  examine  the 
reasonableness  of  prices  paid  for  the  selected  individual  items 
procured  by  DoD  from  UNICOR.  Accordingly,  our  initial  selection 
of  contracts  is  qualified  to  the  extent  that  independent  tests  of 
the  DoD  database  were  not  made.  Any  errors  in  the  database  do 
not  affect  the  results  of  our  review  on  the  pricing  of  the 
contracts. 

The  universe  consisted  of  636  contract  actions  at  124  procurement 
locations  for  approximately  $145  million.  We  randomly  sampled 
43  contracts  (Appendixes  A  and  B)  for  electronic  and  electrical 
cables,  with  a  combined  value  of  approximately  $11.6  million 
awarded  during  1984  through  1990.  We  reviewed  records  at 
U.S.  Army  Tank-Automotive  Command  (TACOM),  U.S.  Navy  Ships  Parts 
Control  Center  (SPCC),  DGSC,  Defense  Electronics  Supply  Center 
(DESC),  and  UNICOR.  During  the  audit,  we  reviewed  contracts, 
negotiation  memorandums,  cost  analyses,  prime  contract  proposals, 
correspondence,  actual  cost  data,  and  other  related  documentation 
from  FY  1984  to  FY  1991.  UNICOR  had  55  work  orders  that  tracked 
the  prices,  costs  and  billings  for  the  54  DoD  contracts 
reviewed.  Contract  DLA400-89-F-1774  had  two  UNICOR  work  orders 
related  to  it. 

The  audit  reviewed  13  National  Stock  Number  (NSN)  items  in 
Federal  Supply  Classes  1440  (Electrical/Power  Cable  Assemblies  - 
guided  missile  launchers),  1450  (Cable  Assembly  -  guided  missile 
handling  equipment),  2590  (Cable  Assembly/Wiring  Harnesses  for 
Vehicles),  5995  (Electronic  and  Electrical  Cables,  Cords,  Wire 
Assemblies  -  Communications  Equipment),  and  6150  (Electrical 
Power  Cable  Assemblies). 

To  achieve  the  audit  objectives,  we  relied  in  part  on  computer- 
processed  data  contained  in  the  Automated  Production  and 
Evaluation  Control  System  of  UNICOR.  Our  review  of  system 
controls  and  the  results  of  data  tests  showed  an  error  rate  that 
casts  doubt  on  the  validity  of  the  data.  However,  when  these 
data  are  viewed  in  context  with  other  available  documented 
evidence  of  costs,  we  believe  the  opinions,  conclusions,  and 
recommendations  in  this  report  are  valid.  To  develop  a 
procurement  history  by  NSN  (Appendix  C),  we  relied  in  part  on 
computer-processed  data  contained  in  Parts-Master  purchased  by 
UNICOR  from  National  Standards  Association.  These  data  were 
corrected  for  any  errors  based  on  actual  contract  data  for 
contracts  reviewed.  We  also  limited  the  scope  of  our  review  of 
UNICOR  documentation  by  not  examining  intraagency  transfers  and 
general  and  administrative  costs  reported  by  the  central 
office.  Certified  public  accounting  firms  audited  UNICOR  general 
and  administrative  expenses  for  all  fiscal  years  covered  in  our 
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audit.  We  relied  on  their  audited  general  and  administrative 
costs . 

Audit  period,  locations,  and  standards.  This  financial 
related  audit  was  performed  from  September  1990  to  June  1991  in 
accordance  with  auditing  standards  issued  by  the  Comptroller 
General  of  the  United  States  as  implemented  by  the  Inspector 
General,  DoD,  and  accordingly  included  such  tests  of  internal 
controls  as  were  considered  necessary.  Activities  visited  are 
listed  in  Appendix  G. 

Internal  Controls 


Controls  assessed.  We  evaluated  internal  controls 
applicable  to  compliance  with  laws  and  regulations  and 
procurement  procedures  for  obtaining  and  analyzing  contract  cost 
or  pricing  data.  Specifically,  we  reviewed  procurement  office 
contract  files;  actual  cost  data;  Federal  Acquisition  Regulation 
(FAR);  Defense  Federal  Acquisition  Supplement  (DFARS);  and  Army, 
Navy,  and  Defense  Logistics  Agency  regulations.  In  addition,  we 
interviewed  DoD  procurement  and  UNICOR  personnel. 

Procurement  personnel  did  not  have  sufficient  controls  to 
adequately  protect  the  interests  of  DoD  when  determining  whether 
prices  quoted  by  UNICOR  were  fair  and  reasonable.  We  also 
evaluated  the  internal  controls  of  UNICOR  related  to  its 
estimating  policies  and  procedures  and  its  production  cost 
accumulation  practices  and  found  internal  control  weaknesses.  We 
issued  a  management  letter  to  UNICOR  detailing  these  internal 
control  weaknesses. 

Internal  control  weaknesses.  The  audit  identified  internal 
control  weaknesses  as  defined  by  Public  Law  97-255,  Office  of 
Management  and  Budget  Circular  A-123,  and  DoD  Directive 
5010.38.  Existing  internal  controls  were  not  followed.  The 
internal  control  weaknesses  included  insufficient  documentation 
on  contract  pricing  and  noncompliance  with  regulatory 
requirements  for  awarding  negotiated  contracts.  Recommendation 
1.,  if  implemented,  and  changes  made  during  our  audit  will 
correct  these  weaknesses.  However,  monetary  benefits  resulting 
from  improved  internal  controls  are  not  currently  quantifiable 
because  they  affect  contracts  not  yet  awarded  to  UNICOR.  Copies 
of  the  final  report  will  be  provided  to  the  senior  officials 
responsible  for  internal  controls  in  the  Army,  the  Navy,  and  the 
Defense  Logistics  Agency. 

Prior  Audits  and  Other  Reviews 


The  General  Accounting  Office;  the  Office  of  the  Inspector 
General,  DoD;  and  the  Service  audit  agencies  have  not  audited 
UNICOR  during  the  last  5  years.  However,  The  Office  of  the 
Inspector  General,  DoD,  has  an  ongoing  audit  of  contract  quality 
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assurance  actions  resulting  from  electronic  component  screening 
programs  (Project  No.  OCF-0062),  which  is  scheduled  for  release 
within  the  DoD  in  draft  report  form  in  the  fall  of  1991.  UNICOR 
is  1  of  92  contractors  that  we  are  evaluating  for  the  quality  of 
electronic  components  provided  to  DoD. 
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PART  II  -  FINDING  AND  RECOMMENDATIONS 


CONTRACT  PRICING 

Prices  for  13  NSN  items  (electronic  and  electrical  cables) 
purchased  from  UNICOR  exceeded  costs  and  negotiated  profit,  and 
UNICOR  did  not  submit  accurate,  complete,  and  current  cost  or 
pricing  data  to  Government  negotiators.  This  condition  occurred 
because  the  UNICOR  pricing  policy  was  inconsistent  with 
18  U.S.C.  4124;  the  UNICOR  estimating  procedures  and  practices 
were  not  adequate  to  ensure  the  development  of  fair  and 
reasonable  prices;  and  the  UNICOR  pricing  policy  and  job  costing 
procedures  and  practices  were  not  followed.  In  addition, 
although  some  contracting  officers  requested  UNICOR  to  submit 
cost  or  pricing  data  in  accordance  with  PAR  subpart  15.8,  "Price 
Negotiation,"  they  did  not  always  require  its  submission  before 
awarding  contracts.  Even  when  such  data  were  received,  the 
contracting  officers  could  not  make  adequate  determinations  of 
the  fairness  and  reasonableness  of  prices.  Thus  contracting 
officers  did  not  adequately  protect  the  interests  of  DoD  when 
determining  whether  prices  quoted  by  UNICOR  were  fair  and 
reasonable.  As  a  result,  48  (89  percent)  of  the  54  contracts 
reviewed  were  overpriced  by  approximately  $1.8  million. 

DISCUSSION  OF  DETAILS 


Background 

The  PAR  and  the  DPARS  establish  uniform  policies  and  procedures 
for  ensuring  that  products  are  procured  at  fair  and  reasonable 
prices.  Through  contractual  terms  and  conditions,  the  PAR  and 
DPARS  establish  both  Government  and  contractor  responsibilities. 
PAR  subpart  15.8  requires  the  submission  of  cost  or  pricing  data 
supporting  proposals  to  enable  the  contracting  officer  and  the 
contractor  to  negotiate  fair  and  reasonable  prices.  It  also 
establishes  policies  and  procedures  for  contract  price 
negotiations,  including  procedures  and  responsibilities  for 
assessing  the  adequacy  of  contractor  price  estimating  systems. 
PAR  part  31,  "Contract  Cost  Principles  and  Procedures," 
establishes  cost  principles  for  determining  the  allowable,  the 
allocable,  and  the  reasonableness  of  proposed  costs.  FAR  part 
52,  "Solicitation  Provisions  and  Contract  Clauses,"  addresses 
contract  clauses  that  are  required  to  be  included  in  negotiated 
contracts . 

We  reconstructed  (based  on  UNICOR  records)  the  actual 
manufacturing  cost  of  the  products  sold,  the  general  and 
administrative  rates,  the  negotiated  profit  rate,  and  the 
additional  profit.  Additional  profit  is  the  profit  received 
above  the  negotiated  profit  rate. 
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DNICOR  Pricing 


The  statutory  language  in  18  U.S.C.  4124  states  that  Federal 
agencies  shall  purchase  goods  and  services  available  from  UNICOR 
at  not-to-exceed  current  market  prices.  However,  the  language 
does  not  state  that  Federal  agencies  shall  purchase  goods  and 
services  available  from  UNICOR  at  current  market  prices.  We 
believe  that  a  reasonable  price  is  the  sum  of  reasonable  costs  to 
manufacture  the  product  plus  a  reasonable  profit.  Reasonable 
costs  plus  a  reasonable  profit  may  or  may  not  equate  to  the  price 
expected  to  be  paid  if  the  goods  or  services  were  procured  from 
the  private  sector. 

The  requirement  that  UNICOR  prices  not  exceed  the  market  price  is 
not  the  only  factor  to  be  considered  by  the  contracting 
officer.  Under  FAR  15.8,  the  contracting  officer  must  ensure 
that  supplies  and  services  are  procured  from  a  responsible  source 
at  a  fair  and  reasonable  price.  If  UNICOR  prices  exceed  the  sum 
of  reasonable  costs  to  do  the  work  plus  a  reasonable  profit,  then 
the  price  established  would  not  be  considered  fair  and 
reasonable. 

Contracting  officers  must  also  price  each  contract  separately  and 
independently  and  not  use  a  proposed  price  reductions  under  other 
contracts  as  an  evaluation  factor  or  consider  losses  or  profits 
realized  or  anticipated  by  a  contractor  under  other  contracts. 

Contracting  officers  have  interpreted  the  language  in 
18  U.S.C.  4124  to  mean  that,  if  the  UNICOR  price  is  within  a 
current  market  price  range,  the  price  should  be  accepted 
regardless  of  actual  cost  incurred  by  UNICOR  to  produce  the 
item.  Although  the  FAR  does  not  define  the  term  "current,"  the 
dictionary  defines  current  as  "belonging  to  the  present  time  or 
now  in  progress."  Based  on  common  usage  of  the  word  current,  we 
found  that  a  current  market  price  existed  for  only  3  of  the 
13  products  purchased  or  for  3  work  orders  of  the  55  work  orders 
reviewed.  However,  those  three  work  orders  were  overpriced  by  an 
aggregate  of  $163,166  {see  Appendix  C,  "Procurement  History  by 
NSN"  and  Appendix  A,  "Prices  of  Contracts  with  Additional  Profit 
by  Procurement  Location"). 

In  an  example  showing  the  ineffectiveness  of  using  a  current 
market  price  range  as  the  only  basis  for  comparison, 
on  NSN  5995-01-101-8342  (cable  assembly),  DGSC  based  the  first 
UNICOR  price  of  $46.59  per  unit  under  contract  DLA400-86-F-0013 
on  the  last  contract  issued  to  a  non-UNICOR  contractor  at  $77  per 
unit  (Appendix  C,  page  26).  The  last  non-UNICOR  contract, 
however,  was  determined  to  be  overpriced  by  at  least  200  percent 
by  DGSC  Cost  and  Price  Analysis  Branch.  Although  DGSC  cost  and 
pricing  personnel  were  aware  of  the  overpricing,  the  information 
was  not  used  by  DGSC  contracting  officers.  For  a  subsequent 
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contract  for  the  same  NSN,  contract  DLA400-87-F-1834,  awarded  to 
UNICOR,  the  contracting  officer  determined  that  the  quoted  price 
of  $46.67  per  unit  was  fair  and  reasonable  because  it  was  less 
than  the  last  non-UNICOR  contract  price  multiplied  by  the 
Producer  Price  Index.  This  perpetuation  of  an  already  overpriced 
product  resulted  in  overcharging  of  $7,615,  or  41.4  percent  on 
six  contracts,  of  which  $6,991  was  voluntarily  refunded  to  DoD. 
In  Appendix  A,  page  19,  we  are  showing  $624  of  additional  profit 
that  should  be  refunded  ($7,615  minus  $6,991).  Appendix  D  shows 
the  contract  unit  price  markup  over  the  actual  unit  costs  for  the 
contracts  reviewed. 

Contractor  Estimating  Procedures 

UNICOR  did  not  submit  current,  accurate,  or  complete  cost  or 
pricing  data  because  its  estimating  procedures  and  practices  were 
not  adequate  to  ensure  compliance  with  regulatory  requirements. 
FAR  15.811,  "Estimating  Systems,"  establishes  the  requirements 
for  the  acceptability  of  the  estimating  system  of  the  contractor, 
which  governs  its  estimating  procedures;  "An  acceptable 
estimating  system  benefits  both  the  Government  [DoD]  and  the 
contractor  [UNICOR]  by  increasing  the  accuracy  and  reliability  of 
individual  proposals."  The  results  of  an  acceptable  estimating 
system  include  limited  review  required  on  proposals,  more 
reliable  proposals,  and  expedited  negotiations. 

When  examining  the  estimating  procedures  of  UNICOR,  we,  in 
accordance  with  FAR  requirements,  considered  the  source  of  the 
data  used  in  the  estimating  process  and  whether  or  not  it  was 
accurate,  complete,  and  current.  UNICOR  relied  on  "actual" 
production  costs  as  recorded  on  the  UNICOR  Form  9,  "Production 
Order  and  Cost  Sheet"  by  factory  personnel  when  developing 
estimates.  However,  UNICOR  recorded  inaccurate  production  costs 
on  all  55  work  orders  reviewed.  As  a  result,  the  UNICOR 
estimates  were  based  on  inaccurate  data  in  all  cases.  We  also 
found  little  documentation  supporting  the  rationale  behind  the 
UNICOR  estimates.  After  reviewing  the  procedures  for  developing 
estimates  for  indirect  and  direct  cost  elements,  we  determined 
that  indirect  costs  were  inappropriately  estimated  as  direct 
costs  in  38  (69  percent)  of  the  available  estimates  for  the 
55  work  orders  (Appendixes  B  and  D) .  In  addition,  estimates 
included  parts  not  needed  to  build  the  product  in  4  (7  percent) 
of  the  available  estimates  for  the  55  work  orders  (Appendixes  B 
and  D) .  We  found  little  evidence  of  coordination  and 
communication  among  organizational  elements  of  UNICOR.  We  did 
not  evaluate  the  assignment  of  responsibilities  or  management 
support  in  UNICOR. 
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General  and  Administrative  rates  were  consistently  estimated  at 
8  percent  when  the  actual  rates  were: 


Fiscal  Year 

1985 

1986 

1987 

1988 

1989 

1990 


Percent 

4.5 
5.9 

6.6 
7.7 
7.1 
8.0 


These  rates  were  audited  by  public  accounting  firms.  Despite 
knowing  that  the  rates  were  less  than  8  percent,  UNICOR  continued 
to  use  8  percent  in  arriving  at  quoted  sales  prices. 

The  applied  overhead  rates,  which  are  predetermined  estimated 
rates,  differed  significantly  from  actual  overhead  rates.  The 
affect  of  estimated  versus  actual  overhead  on  actual  contract 
costs,  including  profit  based  on  the  profit  rate  established  at 
the  time  of  negotiations,  is  shown  in  Appendix  A. 

Contractor  Cost  Accumulation 

FAR  part  31  provides  procedures  for  accumulating  contract 
costs.  Total  cost  is  defined  as  the  sum  of  allowable  direct  and 
indirect  costs  allocable  to  the  contract.  Any  generally  accepted 
method  of  determining  or  estimating  costs  that  is  equitable  and 
is  consistently  applied  may  be  used.  In  order  for  a  cost  to  be 
allowable,  it  must  first  be  reasonable.  FAR  31.201-3, 
"Determining  Reasonableness,"  states  that  a  cost  is  reasonable  if 
it  does  not  exceed  that  which  a  prudent  person  would  normally 
incur.  For  example,  on  contract  DLA400-89-F-2404 ,  two  of  the 
required  parts  valued  at  $187.72  were  to  be  Government  furnished 
and  were  noted  as  such  on  the  UNICOR  estimate.  Prior  to 
receiving  the  Government-furnished  material,  UNICOR  used 
available  inventory  to  start  work  on  the  contract.  According  to 
UNICOR  personnel,  the  Government-furnished  material  was  used  on 
another  contract  or  replaced  inventory.  UNICOR,  however, 
inappropriately  charged  the  contract  for  the  cost  of  the  parts, 
thus  potentially  inflating  the  next  estimate. 

The  UNICOR  Accounting  Manual  Section  8506,  paragraph  104, 
stresses,  "...  matching  of  costs  to  the  applicable  cost  objective 
and  accounting  period,  uniformity  among  similar  factories, 
consistency  over  a  period  of  time,  and  verifiability  of 
information  accumulated."  These  requirements  were  not  applied. 
Undocumented  movement  of  material  among  jobs  occurred  on  all 
55  work  orders  reviewed,  and  reported  production  costs  were 
inaccurate  on  all  55  work  orders  reviewed.  After  reviewing  the 
procedures  for  charging  indirect  and  direct  cost  elements,  we 
determined  that  indirect  costs  were  inappropriately  charged  as 
direct  costs  on  17  of  55  work  orders.  At  one  UNICOR  facility. 
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indirect  costs  were  charged  as  direct  costs  on  14  of  the  20  work 
orders  reviewed.  Reclassifying  them  as  indirect  costs  affected 
actual  overhead  rates  in  26  of  the  61  months  under  review.  At 
another  UNICOR  facility,  packing  pallets  totaling  $5,325  were 
incorrectly  charged  directly  to  contract  DLA400-88-F-0594 .  The 
failure  of  UNICOR  to  follow  the  instructions  in  its  own 
accounting  manual  adversely  affected  quotations  provided  to  DoD 
and  negotiations  held  with  DoD. 

The  weaknesses  in  the  UNICOR  contract  price  estimating  system  and 
the  UNICOR  contract  cost  accumulation  policies  and  procedures 
were  detailed  in  a  management  letter  issued  to  UNICOR.  These 
same  weaknesses  led  to  UNICOR  incurring  a  loss  of  $288,047  on 
5  contracts  valued  at  $786,133  (Appendix  B).  There  was 
one  contract  valued  at  $1.5  million  that  was  correctly  priced. 

Negotiation  of  Procurements  From  UNICOR 

FAR  part  15  prescribes  policies  and  procedures  governing 
contracting  for  supplies  and  services  by  negotiation. 
Negotiation  is  defined  as  ”...  contracting  through  the  use  of 
either  competitive  or  other-than-competitive  proposals  and 
discussions.  Any  contract  awarded  without  using  sealed  bidding 
procedures  is  a  negotiated  contract."  Negotiation  includes  the 
receipt  of  proposals  from  offerors,  permits  bargaining,  and 
usually  provides  offerors  an  opportunity  to  revise  their  offers 
before  award  of  a  contract.  In  order  to  effectively  negotiate  a 
fair  and  reasonable  price,  an  exchange  of  information  must  take 
place  so  that  both  sides  have  an  equal  bargaining  position  based 
on  informational  parity.  When  informational  parity  does  not 
exist,  overpricing  can  occur. 

In  order  to  provide  informational  parity,  a  cost  breakdown  is 
needed.  A  cost  breakdown  is  an  itemized  estimate  of  costs  to 
manufacture  the  product,  such  as  material  charges,  labor, 
overhead,  general  and  administrative  costs,  and  expected 
profit.  A  cost  breakdown  can  be  based  either  on  the  actual  costs 
incurred  under  a  previous  contract  or  on  the  current  estimate  of 
potential  costs  to  be  incurred  during  production.  For  example, 
on  DGSC  contract  DLA400-89-P-0472,  the  contracting  officer 
requested  a  cost  breakdown,  but  did  not  receive  it.  In  the 
absence  of  a  cost  breakdown,  the  contracting  officer  assumed  that 
the  previous  price  of  $585.49  per  unit  DGSC  paid  for  the  product, 
on  contract  DLA400-88-P-1348,  was  fair  and  reasonable.  The 
contracting  officer  then  used  that  price  as  a  beginning  point  of 
reference.  However,  after  reconstructing  actual  costs  on  the 
previous  contract,  DLA400-88-F-1348,  we  discovered  that  UNICOR 
overcharged  DGSC  $135.49  per  unit  for  a  total  of  $200,796,  or 
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approximately  23  percent.  Additionally ,  on  the  follow-on 
contract,  DLA400-89-P-0472,  UNICOR  overcharged  DGSC  $12,551,  or 
approximately  15  percent.  Had  UNICOR  provided  the  requested  cost 
breakdown,  DGSC  would  have  had  information  for  determining  a  fair 
and  reasonable  price. 

Exemption  From  Normal  Contracting  Methods 

Contracting  officers  believed  that  UNICOR  was  exempt  from  normal 
contracting  methods  used  during  competitive  procurements  because 
Federal  departments  and  agencies  are  mandated  to  buy  products 
from  UNICOR  before  issuing  competitive  proposals  to  the  private 
sector.  This  mandate  should  not  influence  the  contracting 
methods  used  to  evaluate  the  price  offered,  prevent  determining 
whether  or  not  the  price  is  fair  and  reasonable,  and  preclude 
incorporating  standard  contract  clauses.  During  negotiations  on 
TACOM  contract  DAAE07-89-F-0017,  UNICOR  personnel  informed  TACOM 
that  cost  data  on  the  prior  contract,  DAAE07-87-F-0107,  showed 
that  the  contract  was  completed  at  a  loss  to  UNICOR.  Initial 
documentation  available  to  UNICOR  Headquarters  on  contract 
DAAE07-87-F-0107  Showed  that  this  contract  was  not  manufactured 
at  a  loss.  However,  TACOM  did  not  obtain  a  detailed  cost 
breakdown.  After  reviewing  the  actual  contract  costs,  we  found 
that  contract  DAAE07-87-F-0107  was  overpriced  by  $27,692,  or 
approximately  11  percent.  In  addition,  contract  DAAE07-89-F-0017 
was  overpriced  by  $25,984,  or  approximately  12  percent. 

An  SPCC  internal  memorandum  states,  "Unless  the  history  or  item 
description  indicates  otherwise,  a  certified  current  market  price 
from  UNICOR  should  be  accepted  as  a  fair  and  reasonable  price." 
During  negotiations,  it  is  expected  that  the  contracting  officer 
will  seek  independent  verification  of  price  reasonableness  rather 
than  relying  solely  on  contractor  information.  On  contract 
N00104-88-F-0577  for  $2,321,023,  the  SPCC  contracting  officer 
accepted  the  proposed  price  without  obtaining  Defense  Contract 
Audit  Agency  (DCAA)  audit  support,  performing  a  preaward  survey, 
or  requesting  cost  or  pricing  data.  The  contracting  officer 
justified  the  price  by  comparing  it  to  prices  paid  on  contracts 
issued  approximately  4  years  prior  to  the  proposed  award.  One  of 
the  prior  contracts,  N00104-84-F-0627  was  issued  to  UNICOR. 
Because  normal  pricing  techniques  were  not  applied,  contract 
N00104-88-F-0577  was  overpriced  by  $226,260,  or  approximately 
10  percent.  In  addition,  the  UNICOR  contract,  N00104-84-F-0627, 
used  for  a  comparison  to  current  market  price,  was  also 
overpriced  by  $145,765,  or  approximately  32  percent. 

UNICOR  Prices  Are  Negotiable 


Prices  offered  by  UNICOR  can  and  should  be  negotiated  to  arrive 
at  a  fair  and  reasonable  price.  When  prices  are  accepted  without 
negotiation,  the  opportunity  for  overpricing  exists.  For 
example,  DESC  has  been  buying  cable  assemblies. 
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NSN  1440-00-118-1922,  exclusively  from  UNICOR  since  1972.  On  the 
most  recent  contract,  DLA900-89-F-0533,  DESC  performed  "•••  ^ 
very  limited  market  survey  with  three  companies  ..."  and  obtained 
estimates  ranging  from  $300  to  $700  per  unit.  DESC,  without 
negotiation,  then  accepted  the  UNICOR  offer  of  $465.64  per  unit. 
Contract  DLA900-89-F-0533  was  overpriced  by  $102.66  per  unit  for 
a  total  of  $20,224,  or  22  percent.  Furthermore,  the  other 
four  contracts  for  ;  the  same  item  awarded  since  1984  were 
overpriced  in  an  aggregate  of  $213,013,  or  approximately 
50  percent  of  the  combined  total  contract  values. 

In  order  to  negotiate  effectively,  a  contracting  officer  needs 
sufficient  cost  or  pricing  data  to  perform  a  cost  or  price 
analysis,  which  ultimately  enables  DoD  and  the  contractor  to 
negotiate  fair  and  reasonable  prices.  TACOM,  in  its  Standard 
Operating  Procedure  715-146,  Paragraph  10,  states  that  UNICOR  is 
exempt  from  the  requirement  to  submit  cost  or  pricing  data,  based 
on  PAR  15.804-3(a) (3) ,  "Exemption  Prom  or  Waiver  of  Submission  of 
Certified  Cost  or  Pricing  Data."  FAR  15.804-3(a) (3)  states  that 
certified  cost  or  pricing  data  need  not  be  submitted  when  prices 
are  set  by  law  or  regulation.  This  FAR  provision  does  not  exempt 
contractors  or  UNICOR  from  submitting  cost  or  pricing  data.  On 
contract  DAAE07-89-F-0076,  TACOM  did  not  obtain  submission  of 
detailed  cost  or  pricing  data.  After  reviewing  actual  contract 
costs,  we  found  that  the  contract  was  overpriced  by  $20,800,  or 
24  percent.  TACOM  has  revised  its  Standard  Operating  Procedure 
as  a  result  of  this  audit.  A  list  of  other  common  misconceptions 
on  procuring  items  from  UNICOR  is  listed  at  Appendix  E. 

Cost  or  Price  Analysis 

Contracting  officers  must  exercise  good  judgment  in  determining 
how  much  and  what  data  to  collect  and  analyze  to  decide  whether  a 
price  is  fair  and  reasonable.  DoD  procurement  activities  assumed 
incorrectly  that  a  thorough  cost  or  price  analysis  and  DCAA  audit 
support  did  not  need  to  be  requested  when  procuring  from 
UNICOR.  A  cost  or  price  analysis  and  a  request  for  DCAA  audit 
support  should  be  made  when  procuring  from  UNICOR  to  ensure  that 
a  fair  and  reasonable  price  is  achieved.  Failure  to  perform  a 
thorough  analysis  contributed  to  the  payment  of  excessive  prices 
on  48  of  the  54  contracts  reviewed. 

Pricing  Support 

We  discussed  procurements  from  UNICOR  with  the  DCAA.  We  were 
advised  that  the  DCAA  was  never  previously  requested  to  provide 
field  pricing  support  for  a  negotiation  with  UNICOR.  We  were 
also  advised  that  the  DCAA  was  not  sure  of  its  duty  to  provide 
such  support  because  UNICOR  is  an  organizational  element  of  the 
Department  of  Justice  and  a  wholly  owned  Government  corporation, 
although  UNICOR  is  an  entity  incorporated  in  the  District  of 
Columbia.  We  believe  that  the  DCAA  should  obtain  legal  guidance 
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on  its  mission  to  provide  pricing  support  to  contracting  officers 
when  UNICOR  is  the  potential  contractor. 

Certified  Cost  or  Pricing  Data 

FAR  15.804.3  states  that  the  contracting  officer  shall  require 
submission  of  certified  cost  or  pricing  data  and  the  inclusion  of 
clauses  52.215-22,  "Price  Reduction  for  Defective  Cost  or  Pricing 
Data,"  and  52.215-24,  "Subcontractor  Cost  or  Pricing  Data,"  in 
the  contract  unless  the  contracting  officer  determines  that 
prices  are  based  on  adequate  price  competition,  established 
catalog  or  market  prices  of  commercial  items  sold  in  substantial 
quantities  to  the  general  public,  or  set  by  law  or  regulation. 

UNICOR  prices  are  not  based  on  adequate  price  competition  because 
UNICOR  is  a  mandatory  source  of  supply.  UNICOR  does  not  have 
established  catalog  or  market  prices  of  commercial  items  sold  in 
substantial  quantities  to  the  general  public  because  UNICOR  is 
expressly  prohibited  from  selling  its  goods  and  services  outside 
the  Federal  Government.  To  receive  an  exemption  based  on 
established  prices  set  by  law  or  regulation,  UNICOR  must 
ordinarily  claim  the  exemption  under  a  Standard  Form  1412,  "Claim 
for  Exemption  of  Submission  of  Certified  Cost  or  Pricing  Data," 
when  the  amount  exceeds  the  threshold.  We  could  find  no  evidence 
that  UNICOR  had  ever  requested  or  had  ever  been  granted  an 
exemption  or  waiver  from  the  submission  of  certified  cost  and 
pricing  data. 

If  an  item  qualifies  for  exemption  from  the  requirement  for 
submission  of  certified  cost  or  pricing  data,  the  contracting 
officer  shall  make  a  price  analysis  to  determine  reasonableness 
of  the  price  and  any  need  for  further  negotiations. 

TACOM  contracting  officers  incorrectly  believed  that  the  General 
Accounting  Office  (GAO)  audits  UNICOR  rates  on  a  regular  basis. 
GAO  has  not  audited  UNICOR  since  1985,  GAO/GGD-86-6 ,  "UNICOR 
Products:  Federal  Prison  Industries  Can  Further  Ensure  Customer 
Satisfaction,"  dated  November  1,  1985.  During  that  audit,  GAO 
did  not  approve  or  disapprove  labor  and  overhead  rates  used  by 
UNICOR.  According  to  the  internal  pricing  policy  of  UNICOR,  each 
division  is  responsible  for  setting  prices  for  the  products  it 
sells. 

As  a  result  of  not  obtaining  certified  cost  or  pricing  data, 
12  of  16  contracts  valued  at  $100,000  or  above  were  overpriced  by 
approximately  $1.6  million,  for  which  we  are  recommending  that  a 
voluntary  refund  be  requested.  We  also  believe  DoD  should 
request  a  refund  of  $200,000  for  the  other  38  contracts  with 
UNICOR  that  were  below  the  $100,000  threshold  for  certified  cost 
or  pricing  data. 
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Conclusion 


Many  of  the  problems  identified  would  not  exist  if  contracting 
officers  had  specific  guidance  related  to  procurements  from 
UNICOR.  Necessary  guidance  should  address  the  need  to:  request 
accurate,  complete,  and  current  cost  or  pricing  data;  request 
certified  cost  and  pricing  data;  include  appropriate  defective 
pricing  clauses  in  contracts  or  request  waivers  to  the 
requirement,  and  request  appropriate  field  pricing  support. 
There  is  also  a  need  to  include  guidance  on  conducting 
procurements  with  UNICOR  in  the  appropriate  DoD  training 
curriculums.  On  July  11,  1991,  DLA  issued  an  interim  memorandum 
providing  additional  instructions  to  their  buying  offices, 
pending  more  specific  guidance.  UNICOR  does  have  operational 
difficulties  and  limitations  posed  by  their  unique  mission  and 
the  need  for  UNICOR  to  achieve  sufficient  earnings  to  permit 
expansion  of  factories  for  the  incorporation  of  an  expanding 
prison  population.  Because  of  the  lack  of  knowledge  by  both  DoD 
contracting  officers  and  UNICOR  on  how  to  conduct  negotiations 
for  contracts  under  the  unique  mandate  accorded  UNICOR  we  believe 
there  is  a  need  for  coordination  between  senior  DoD  procurement 
and  UNICOR  officials.  The  coordination  would  help  establish  a 
profit  policy  to  satisfy  the  mission  of  UNICOR  that  is  acceptable 
to  DoD. 


RECOMMENDATIONS  FOR  CORRECTIVE  ACTION 

1.  We  recommend  that  the  Director  of  Defense  Procurement; 
Assistant  Secretaries  of  the  Army  (Research,  Development,  and 
Acquisition)  and  the  Navy  (Research,  Development,  and 
Acquisition);  and  the  Director,  Defense  Logistics  Agency: 

a.  Provide  guidance  to  contracting  officers  on  conducting 
purchases  from  UNICOR.  The  guidance  should  include  requirements 
for  contracting  officers  to: 

(1)  Request  and  obtain  from  UNICOR  accurate,  complete, 
and  current  cost  or  pricing  data  sufficient  to  determine  fair  and 
reasonable  prices  and  to  negotiate  procurements  directed  to 
UNICOR. 


(2)  Request  and  obtain  from  UNICOR  certified  cost  and 
pricing  data  in  accordance  with  Federal  Acquisition  Regulation 
15.804  "Cost  or  Pricing  Data,"  and  to  include  the  appropriate 
defective  pricing  clauses  or  formally  request  waivers  from  the 
requirement . 

(3)  Request  field  pricing  support  in  accordance  with 
Federal  Acquisition  Regulation  15.805.5  "Field  Pricing  Support." 
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b.  Include  appropriate  instruction  on  conducting 
procurements  from  UNICOR  in  the  acquisition  training  curriculum. 

2.  We  recommend  that  the  Director  of  Defense  Procurement 
coordinate  with  the  Federal  Prison  Industries  on  the  parameters 
of  reasonableness  for  UNICOR  profits  on  individual  contracts. 

3.  We  recommend  that  the  Director,  Defense  Contract  Audit 
Agency  obtain  a  legal  opinion  on  whether  they  can  provide 
contract  audit  support  for  UNICOR  proposals  and  contracts. 

4.  We  recommend  that  the  Commander,  Tank-Automotive  Command 
request  a  voluntary  refund  of  $81,349  for  contracts  listed  in 
Appendix  A,  page  17,  and  review  other  contracts  with  UNICOR  for 
potential  overpricing. 

5.  We  recommend  that  the  Commander,  Navy  Ships  Parts  Control 
Center  request  a  voluntary  refund  of  $372,025  for  contracts 
listed  in  Appendix  A,  page  18,  and  review  other  contracts  with 
UNICOR  for  potential  overpricing. 

6.  We  recommend  that  the  Commander,  Defense  Electronics  Supply 
Center  request  a  voluntary  refund  of  $233,237  for  contracts 
listed  in  Appendix  A,  page  18,  and  review  other  contracts  with 
UNICOR  for  potential  overpricing. 

7.  We  recommend  that  the  Commander,  Defense  General  Supply 
Center  request  a  voluntary  refund  of  $1,143,170  for  contracts 
listed  in  Appendix  A,  pages  19  to  21,  and  review  other  contracts 
with  UNICOR  for  potential  overpricing. 

MANAGEMENT  COMMENTS 


The  Assistant  Secretary  of  the  Army  (Research,  Development  and 
Acquisition)  stated  that  TACOM  requested  a  refund  from  UNICOR  on 
August  26,  1991,  and  will  review  other  contracts  as  needed. 

The  Chief  Executive  Officer,  Federal  Prison  Industries,  Inc., 
provided  comments  that  are  included  in  full  in  Part  IV  and  are 
synopsized  in  Appendix  I. 
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PART  III  -  ADDITIONAL  INFORMATION 


APPENDIX  A 

APPENDIX  B 

APPENDIX  C 
APPENDIX  D 
APPENDIX  E 

APPENDIX  P 

APPENDIX  G 
APPENDIX  H 
APPENDIX  I 


-  Prices  of  Contracts  with  Additional 
Profit  By  Procurement  Location 

-  Prices  of  Contracts  with  Losses 

or  Reasonable  Profit  by  Procurement 
Locations 

-  Procurement  History  by  NSN 

-  Unit  Price  Markup 

-  Common  Misconceptions  on  Procuring  Items 
From  UNI COR 

-  Summary  of  Potential  Monetary  And  Other 
Benefits  Resulting  From  Audit 

-  Activities  Visited  or  Contacted 

-  Pinal  Report  Distribution 

-  Detailed  Audit  Responses  To  Federal  Prison 
Industries  Comments 
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APPENDIX  A;  PRICES  OF  CONTRACTS  WITH  ADDITIONAL  PROFIT  BY 
PROCUREMENT  LOCATION 


U.S.  ARMY  TANK-AUTOMOTIVE  COMMAND 

CABLE  ASSEMBLY 
NSN  0  6150-01-119-4117 
DAAE07- 


additionalI/  additional^  additional?'' 

CONTRACT  ACTUAL  COST  W/V ACTUAL  COST  W/1''  PROFIT  W/  PROFIT  W/  PROFIT  RANGE 

NUMBER  CONTRACT  VALUE  APPLIED  0/H  ACTUAL  0/H  APPLIED  0/H  ACTUAL  0/H  (PERCENT) 

89-F-0076  $  87,739.06  $  64,174.96  $  66,938.99  $23,564.10  $20,800.07  27-24 


CABLE  ASSEMBLY 
NSN  0  2590-01-119-4117 

87-F-0063  47,302.50  40,268.75  40,430.00  7,033.75  6,872.50  15-15 


WIRING  HARNESS.  BRAN 
NSN  If  2590-01-083-5724 

87-F-0IO7  243,608.97  220,890.96  215,916.88  22,718.01  27,692.09  9-11 

89-F-0017  220,263.68  199,244.80  194,279.68  21 ,018.88  25,984.00  10-12 

$463,872.65  $420,135.76  $410,196.56  $43.736.89  $53,676.09 

$598,914.21  $524,579.47  $517,565.55  $74,334.74  $81 ,348.66 


1/  Actual  Cost  with  Applied  Overhead  and  Actual  Cost  with  Actual 
Overhead  include  profit  based  on  the  profit  rate  established  at 
the  time  of  negotiations. 

2/  The  Additional  Profit  Range  is  the  percentage  of  profit 
received  above  the  profit  rate  agreed  to  at  the  time  of 
negotiations. 
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APPENDIX  A:  PRICES  OF  CONTRACTS  WITH  ADDITIONAL  PROFIT  BY 

PROCUREMENT  LOCATION  (Continued) 


U.S.  NAVY  SHIPS  PARTS  CONTROL  CENTER 


CABLE 

ASSEMBLY,  UMBI 

NSN  t 

1450-01-021-6112 

N00104- 

additional!^ 

additional!'' 

ADDITIONAL^/ 

CONTRACT 

ACTUAL  COST  W/VaCTUAL  COST  W/^PROFIT  W/ 

PROFIT  W/ 

PROFIT  RANGE 

NUMBER 

CONTRACT  VALUE 

APPLIED  0/H 

ACTUAL  0/H 

APPLIED  0/H 

ACTUAL  0/H 

(PERCENT) 

84~F-0627 

$  453,386.95 

$  328,735.31 

$  307,622.24 

$124,651,64 

$145,764.71 

27-32 

88-F-0577 

2,321,022.60 

2,116,684.70 

2,094,762.54 

204,337.90 

226,260.06 

9-10 

$2,774,409.55 

$2,445,420.01 

$2,402,384.78 

$328,989.54 

$372,024.77 

DEFENSE  ELECTRONICS  SUPPLY 

CENTER 

CABLE  ASSEMBLY,  POWER.  ELECTRICAL 

NSN  # 

1440-00-118-1922 

DLA900- 

additional!/ 

ADD  1 T 1  ONAlVaDD  I  T  I  0NAl2/ 

CONTRACT 

ACTUAL  COST  W/i^ACTUAL  COST  W- 

1/pROFIT  W 

PROFIT  W/ 

PROFIT  RANGE 

NUMBER 

CONTRACT  VALUE 

APPLIED  0/H 

ACTUAL  0/H 

APPLIED  0/H 

ACTUAL  O/H 

(PERCENT) 

84~F-0899 

$  27,961.80 

$  15,241,82 

$  16,242.90 

$  12,719.98 

$  11,718.90 

45-42 

85~F-0616 

97,730.94 

56,267.67 

56,377.17 

41,463.27 

41,353.77 

42-42 

85-F-0803 

152,174.66 

65,720.06 

67,702.14 

86,454.60 

84,472,52 

57-56 

88-F-0935 

147,504.30 

74,618.70 

72,036.54 

72,885.60 

75,467,76 

49-51 

89-F-0533 

91,731.08 

66,786.94 

71 ,507.06 

24,944.14 

20,224,02 

27-22 

$517,102.78 

$278,635.19 

$283,865.81 

$238,467.59 

$233,236.97 

1/  Actual  Cost  with  Applied  Overhead  and  Actual  Cost  with  Actual 
Overhead  include  profit  based  on  the  profit  rate  established  at 
the  time  of  negotiations. 

2/  The  Additional  Profit  Range  is  the  percentage  of  profit 
received  above  the  profit  rate  agreed  to  at  the  time  of 
negotiations . 
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APPENDIX  A;  PRICES  OF  CONTRACTS  WITH  ADDITIONAL  PROFIT  BY 
PROCOREMENT  LOCATION  (Continued) 


DEFENSE  GENERAL  SUPPLY  CENTER 


HOTLINE  ALLEGATION,  AFTER  REFUND 


CABLE  ASSEMBLY 
NSN  0  5995-01-101-8342 
DLA400- 


CONTRACT 

ADDITIONAL^ 

ACTUAL  COST  W/i'' ACTUAL  COST  W/i''PR0FIT  W/ 

ADDITIONAL^ 
PROFIT  W/ 

ADDITIONAL?/ 
PROFIT  RANGE 

NUMBER 

CONTRACT  VALUE 

APPLIED  0/H 

ACTUAL  0/H 

APPLIED  0/H 

ACTUAL  0/H 

(PERCENT) 

86-F-0013 

$  904.19 

$  245.18 

$  259.53 

$  659.01 

$  644.66 

73-71 

86-F-1514 

1,147.28 

360.64 

360.64 

786.64 

786.64 

69-69 

87-F-0969 

1,072.00 

1,385.00 

1,670.00 

(313.00) 

(598.00) 

87’F-1834 

1,286.40 

2,458.20 

2,609.40 

(1,171.80) 

(1,323.00) 

89~F-1145 

3,430.40 

3,670.40 

3,296.00 

(240.00) 

134.40 

0-  4 

90-F-1356 

3,559.04 

2,260.92 

2,579.64 

1,298.12 

979.40 

37-28 

$11 ,399.31 

$10,380.34 

$10,775.21 

$1 ,018.97 

$  624.10 

CABLE  ASSEMBLY.  SPEC  PURP,  ELECTRICAL 


NSN  # 

5995-01-027-3320 

87-F-0695 

$  3,424.20 

$  3,569.80 

$  3,937,70 

$  (145.60) 

$  (513.50) 

87-F-1496 

3,991.50 

3,019.50 

3,232.50 

972.00 

759.00 

24-19 

87-F-2878 

2,746.15 

1,885.00 

1,796.00 

861.15 

950.15 

31-35 

88-F-0446 

4,198.50 

3,114.00 

3,343.50 

1 ,084.50 

855.00 

26-20 

89‘-F-1146 

3,342.50 

4,691.25 

4,168.75 

(1,348.75) 

(826.25) 

$17,702.85 

$16,279.55 

$16,478.45 

$1 ,423.30 

$1 ,224.40 

1/  Actual  Cost  with  Applied  Overhead  and  Actual  Cost  with  Actual 
Overhead  include  profit  based  on  the  profit  rate  established  at 
the  time  of  negotiations. 

2/  The  Additional  Profit  Range  is  the  percentage  of  profit 
received  above  the  profit  rate  agreed  to  at  the  time  of 
negotiations. 
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APPENDIX  A:  PRICES  OF  CONTRACTS  WITH  ADDITIONAL  PROFIT  BY 

PROCUREMENT  OFFICE  (Continued) 


DEFENSE  GENERAL  SUPPLY  CENTER 


CABLE  ASSEMBLY.  RF 
NSN  0  5995-01-095-900'! 
DLA400- 


additionalI^  additional!'^  additional?/ 

CONTRACT  ACTUAL  COST  W/I/aCTUAL  COST  W-''  PROFIT  W/  PROFIT  W/  PROFIT  RANGE 


NUMBER 

CONTRACT  VALUE 

APPLIED  0/H 

ACTUAL  0/H 

APPLIED  0/H 

ACTUAL  0/H 

(PERCENT) 

86-F-3515 

$ 

7,930.00 

$ 

7,043.06 

$ 

6,225.66 

$ 

886.94 

$  1,704.34 

11-21 

87-F-3327 

3,256.54 

1,747.34 

1,928.64 

1,509.20 

1  ,327.90 

46-41 

89“F-2306 

29,820.99 

19,898.82 

19,510.65 

9,922.17 

10.310.34 

33-35 

L. 

41  ,007.53 

28,689.22 

$ 

27,664.95 

L 

12,318.31 

$  13,342.58 

CABLE  ASSEMBLY.  SPECIAL  PURPOSE 


NSN  #  5995 

-00-889-091 1 

90-F-0045  $ 

25,852.88 

$ 

23,759.94 

$ 

23,810.65 

$ 

2,092.94 

$ 

2,042.23 

8-  8 

89-F-1774  y _ 

39,004.00 

33,418.00 

33,299.00 

5,586.00 

5,705.00 

14-15 

$ 

64,856.88 

57,177.94 

$ 

57,109.65 

7,678.94 

7,747.23 

CABLE  ASSEMBLY,  POWER.  ELECTRICAL 

NSN  #  6150-01-220-5587 

87-F-2857 

y$  796,214.72 

$  744,571.52 

$  750,450.40 

$  51,643,20 

$  45,764.32 

7-  6 

87-F-3343 

89,721.24 

62,057.20 

83,274.15 

7,664.04 

6,447.09 

9-  7 

88-F-0067 

67,658.64 

63,652.50 

64,491 ,54 

4,006.14 

3,167.10 

6-  5 

88-F-0595 

1,171,477.98 

1,059,614.46 

1 ,069,777.44 

111,863.52 

101 ,700.54 

10-  9 

88-F-1348 

867,696.18 

666,292.38 

666,900.00 

201,403.80 

200,796.18 

23-23 

89-F-0472 

83,340.80 

69,324.64 

70,789.36 

14,016.16 

12,551.44 

17-15 

90-F-0413 

494,976.14 

334,420.80 

332.188.10 

160,555,34 

162,788.04 

32-33 

$3,571,085.70 

$3,019,933.50 

$3,037,870.99 

$551,152.20 

$533,214.71 

1/  Actual  Cost  with  Applied  Overhead  and  Actual  Cost  with  Actual 
Overhead  include  profit  based  on  the  profit  rate  established  at 
the  time  of  negotiations. 

2/  The  Additional  Profit  Range  is  the  percentage  of  profit 
received  above  the  profit  rate  agreed  to  at  the  time  of 
negotiations. 

3/  Contract  value  excludes  $600  for  first  article  test  report. 

4/  Contract  value  excludes  $260  for  first  article  test  report. 


20 


APPENDIX  A;  PRICES  OF  COUTRftCTS  WITH  ADDITIONAL  PROFIT  BY 
PROCDREMENT  LOCATION  (Continued)  ~~  ~ 


DEFENSE  GENERAL  SUPPLY  CENTER 
CABLE  ASSEMBLY.  RF 
NSN  iF  5995-00-823-2935 
DLA400- 


ADDITIONAL-!.'' 

additional!'' 

additional^/ 

WORK 

ACTUAL  COST  W/i^ACTUAL  COST  W/1^  PROFIT  W 

PROFIT  W 

profit  range 

ORDER 

CONTRACT  VALUE 

APPLIED  0/H 

ACTUAL  0/H 

APPLIED  0/H 

ACTUAL  0/H 

(PERCENT) 

85-F-0553 

$ 

7,305.90 

$ 

4,586,40 

S 

4,645.20 

$  2,719.50  $ 

2,660.70 

37-36 

86-F-2730 

14,540.40 

13,242.15 

12,434.35 

1 ,298.25 

2,106,05 

9-14 

88-F-0222 

14,042.28 

9,453,12 

10,497.36 

4,589,16 

3,544.92 

33-25 

88-F-1828 

36,509.40 

24,474.82 

24,812.87 

12,034.58 

11,696.53 

33-32 

89-F-0574 

10,684.80 

7,155,00 

7,975.44 

3,529.80 

2,709.36 

33-25 

69-'F”1403 

27,614.60 

18,969.60 

18,031.00 

8,645.00 

9,583.60 

31-35 

90-F-0419 

16,281.14 

14,456.03 

13,500.02 

1 .825.11 

2,781.12 

11-17 

$ 

126,978.52 

s 

92,337,12 

$ 

91 ,896.24 

$  34,641.40  $ 

35,082.28 

CABLE  ASSEMBLY.  RF 
NSN  If  6150-01-220-5586 


87-F-3342  5/$ 

54,427.23 

$  53,584.96 

$  54,304.25  $ 

842.27  $ 

122.98 

2-  0 

88-F-0040 

60,897,60 

60,321.60 

60,635.20 

576.00 

262,40 

1-  0 

88-F-0594 

2,116,639.80 

1,952,122.50 

1,973,205.90 

164,517.30 

143,433.90 

00 

1 

88-F-1349 

1,681,198.00 

1,284,248.00 

1,290,368.00 

396,950.00 

390,830.00 

24-23 

69-F-2404 

5,785.44 

3,628.08 

3,575,64 

2,157.36 

2,209.80 

37-38 

90-F-0024 

32.435.10 

22,092.30 

1 

o 

10,342.80 

10,523.70 

32-32 

$3,951 .383.17  $3.375.997.44  $3.404,000.39  $  575,385.73  $  547,382.78 


CABLE  ASSEMBLY.  SPECIAL  PURPOSE,  ELECTRICAL 
NSN  #5995-01-080-7920 


85-F-2428 

§/$ 

3,651 .00 

$  2,853.00 

$  3,090.00 

$  798.00 

$ 

561 .00 

89-F-1774 

20,156.85 

16,187.85 

16,165.80 

3,969.00 

3,991.05 

L_ 

23.807.85 

$  19,040.85 

$  19,255.80 

$  4,767.00 

$4,552.05 

IL 

,808,221 .81 

$6,619,835.96 

$6,665,051.68 

$1,188,385.85 

IL 

,143,170.13 

22-15 

20-20 


1/  Actual  Cost  with  Applied  Overhead  and  Actual  Cost  with  Actual 
Overhead  include  profit  based  on  the  profit  rate  established  at 
the  time  of  negotiations. 

2/  The  Additional  Profit  Range  is  the  percentage  of  profit 
received  above  the  profit  rate  agreed  to  at  the  time  of 
negotiations. 

5/  Contract  value  excludes  $260  for  first  article  test  report. 

6/  Contract  value  excludes  $220  for  first  article  test  report. 
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APPENDIX  B;  PRICES  OF  CONTRACTS  WITH  LOSSES  OR  REASONABLE  PROFIT 
BY  PROCUREMENT  LOCATION 


U.S.  ARMY  TANK-AUTOMOTIVE  COMMAND 
CABLE  FOR  VEHICLES 


NSN  #  2590-01-144-8899 

DAAE07- 

CONTRACT 

ACTUAL 

CONTRACT 

NUMBER 

COST 

VALUE 

LOSS 

86-F-0004i/ 

$ 

320,946.501/ 

$ 

148,869.47 

$172,077.03  3/ 

87-F-00252i/ 

$ 

242,908.081/ 

$ 

153,334.44 

$ 

89,573.64 

89-F-0013i/ 

$ 

174,179.001/ 

$ 

154,330.00 

$ 

19,849.00 

DEFENSE  GENERAL  SUPPLY  CENTER 

CABLE  ASSEMBLY, 

RP 

NSN  #  5995-00- 

823 

-2935 

DLA400- 

- 

85-F-1109i/ 

$ 

30,588.80l/ 

$ 

25,128.32 

$ 

5,460.48 

89-F-0998 

$ 

17,510.481/ 

$ 

16,423.42 

$ 

1,087.06 

CABLE  ASSEMBLY, 

RF 

NSN  #  6150-01- 

■220 

-5588 

87-F-3087^/ 

$1 

,541,470.50^/ 

$1, 

,541,470.50 

$ 

0 

1/  UNICOR  estimated  overhead  items  as  direct  items. 

2/  Actual  cost  includes  direct  materials,  direct  labor,  factory 
overhead,  and  general  and  administrative  costs. 

3/  Quality  Deficiency  Report  resulting  in  rework  contributed  to 
the  loss  on  this  contract. 

4/  UNICOR  estimate  included  parts  that  were  not  needed  to 
manufacture  the  product. 

5/  Contract  value  excludes  $260  for  first  article  testing. 

6/  Actual  cost  includes  direct  materials,  direct  labor,  factory 
overhead,  general  and  administrative  costs,  and  10  percent 
negotiated  profit. 
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APPENDIX  C:  PROCUREMENT  HISTORY  BY  NATIONAL  STOCK  NUMBER 


CURRENT 

CONTRACT 

AWARD 

UNIT 

UNI  COR/ 

MARKET/ 

NUMBER 

DATE 

PRICE 

QUANTITY 

i^NOT  UNI  COR 

NO  MARKET 

NSN:  6150-01- 

119-4117/ 

2590-01- 

119-4117 

CABLE  ASSEMBLY 

DAAE07-89-F-0076 

Aug.  25,  1989 

$  383.14 

229 

UN  1  COR 

NO  MARKET 

DAAE07-87-F-0063  V 

Jan,  22,  1987 

$  378.42 

125 

UNI  COR 

NO  MARKET 

DAAE07~81-G-0003 

Sep.  30,  1982 

t  687.44 

20 

NOT  UNI  COR 

NO  MARKET 

NSN:  2590-01 

-083-5724 

WIRING  HARNESS 

,  BRANCHED 

DAAE07~89-F-0017  V 

Jan,  27,  1989 

$1,720.81 

127 

UNI  COR 

NO  MARKET 

DAAE07-87-F~0107  V 

Apr.  09,  1987 

$1,817.9774 

134 

UNI  COR 

NO  MARKET 

DAAE07-8 1-6-0003 

Jan.  21,  1983 

$1,965.60 

224 

NOT  UNI  COR 

CURRENT  MARKET 

DAAE07-81-G-0003 

Nov.  03,  1982 

$  541.72 

109 

NOT  UNI  COR 

CURRENT  MARKET 

DAAE07-81-G-0003 

Nov.  03,  1982 

$1,979.70 

37 

NOT  UNI  COR 

CURRENT  MARKET 

DAAE07-79-C-0149 

Feb.  21,  1979 

$1,989.75 

69 

NOT  UNI  COR 

CURRENT  MARKET 

NSN:  1450-01 

-021-6112 

CABLE  ASSEMBLY,  UMBI 

N00104-88-F-0577  V 

Apr.  26,  1988 

$  834.30 

2782 

UNI  COR 

NO  MARKET 

N00104-86-C-5382 

Aug.  05,  1986 

$1,096.84 

130 

NOT  UNI  COR 

CURRENT  MARKET 

N00104-85-G-0367 

Sep,  12,  1985 

$  840.18 

1746 

NOT  UNI  COR 

CURRENT  MARKET 

N00104-85-G-0367 

Sep.  08.  1985 

$1,580.93 

27 

NOT  UNI  COR 

CURRENT  MARKET 

N00104-83-G-0006 

Aug.  31,  1984 

$  873.62 

3278 

NOT  UNI  COR 

CURRENT  MARKET 

N00104-84-F-0627  V 

May  16,  1984 

$  970.85 

467 

UNI  COR 

CURRENT  MARKET 

N00104-84-W-$S56 

Apr.  02,  1984 

$1,385.57 

3 

NOT  UNI  COR 

CURRENT  MARKET 

N00104-84-C-3301 

Dec.  27,  1983 

$1,385.57 

13 

NOT  UNI  COR 

CURRENT  MARKET 

NOO 104-82-0-3685 

May  10,  1982 

$  650.41 

1870 

NOT  UNI  COR 

CURRENT  MARKET 

N00t04-82-C-1261 

May  03,  1982 

$1,195.13 

29 

NOT  UNI  COR 

CURRENT  MARKET 

N00104-79-C-4957 

Dec.  08,  1978 

$  400.63 

1578 

NOT  UNI  COR 

CURRENT  MARKET 

Quantity  Is  the  procurement  quantity,  actual  quantity  produced  and  shipped  may  vary 
Contract  included  in  audit  and  determined  to  be  overpriced. 

Current  market  price  available  for  use  In  negotiating  the  price. 


APPENDIX  C:  PROCOREMENT  HISTORY  BY  NATIONAL  STOCK  NUMBER 
(Continued) 


CURRENT 

CONTRACT 

AWARD 

UNIT 

UN  1  COR/ 

MARKET/ 

NUMBER 

DATE 

PRICE 

QUANTITY  y  NOT  UNI  COR 

NO  MARKET 

NSN:  1440-00-118-1922 

CABLE 

ASSEMBLY, 

POWER,  ELECTRICAL 

DLA900-89-F-0533  2^ 

Nov  a  17,  1988 

$465.64 

197 

UNI  COR 

NO  MARKET 

DLA900-88-F-0935  V 

July  01,  1988 

$463.85 

319 

UNI  COR 

NO  MARKET 

DLA900-85-F-0803  2^ 

Mar.  16,  1985 

$446.26 

341 

UNI  COR 

NO  MARKET 

DLA900-85-F-0616  V 

Dec.  17,  1984 

$446.26 

219 

UNI  COR 

NO  MARKET 

DLA900-84-F-0899  V 

Apr,  20,  1984 

$482.10 

58 

UNI  COR 

NO  MARKET 

DAAH01-78-F-0508 

Aug.  04,  1978 

$250.50 

265 

UNI  COR 

NO  MARKET 

DAAH01-77-F-0416 

Aug.  18,  1977 

$253.45 

210 

UNI  COR 

NO  MARKET 

DAAH0I-76-F-0021 

Aug,  27,  1975 

$250.15 

158 

UNI  COR 

NO  MARKET 

DAAH01-75-F-0396 

May  29,  1975 

$259.70 

65 

UN  1  COR 

NO  MARKET 

DAAH01-74-F-0253 

Mar.  08,  1974 

$207.70 

25 

UNI  COR 

NO  MARKET 

DAAH01-74-F-0157 

Nov.  20,  1973 

$198.35 

45 

UNI  COR 

NO  MARKET 

DAAH01-74-F-0013 

July  11,  1973 

$198.35 

no 

UNI  COR 

NO  MARKET 

DAAH01-73-F-0063 

Aug.  11,  1972 

$180.80 

46 

UNI  COR 

NO  MARKET 

DAAH01-72-F-0101 

Apr,  24,  1972 

$180.80 

41 

UNI  COR 

NO  MARKET 

NSN:  5995 

-01-101-8342 

CABLE 

ASSEMBLY 

DLA400-90-F-1356  V 

Apr.  12,  1990 

$  35.01 

159 

UNI  COR 

NO  MARKET 

DLA400-89-F-n45  V 

Mar.  22,  1989 

$  34.70 

160 

UNI  COR 

NO  MARKET 

DLA400-87-F-1834  V 

Apr.  29,  1987 

$  46.67 

60 

UNI  COR 

NO  MARKET 

DLA400-87-F-0969  V 

Feb.  03,  1987 

$  46.67 

50 

UNI  COR 

NO  MARKET 

DLA400-86-F-1514  V 

Mar.  03,  1986 

$  45.62 

45 

UNI  COR 

NO  MARKET 

DLA400-86-F-0013  V 

Oct,  01,  1985 

$  46.59 

40 

UNI  COR 

NO  MARKET 

DLA400-84-M-1026 

Oct.  11,  1983 

$  77.00 

81 

NOT  UNI  COR 

CURRENT  MARKET 

F33657-78-C-0104 

Jan.  02,  1978 

$  67.89 

1 

NOT  UNI  COR 

CURRENT  MARKET 

NSN:  5995-01-027-3320 

CABLE  ASSEMBLY,  SPECIAL  PURPOSE, 

ELECTRICAL 

DLA400-89-F-1 146  2^ 

Mar.  17,  1989 

$  51.47 

125 

UNI  COR 

NO  MARKET 

DLA400-89-F-0446  V 

Nov.  19,  1987 

$  52.72 

150 

UNI  COR 

NO  MARKET 

DLA400-87-F-2878  2^ 

Aug.  10,  1987 

$  52.21 

100 

UNI  COR 

NO  MARKET 

DLA400-87-F-1496  2-^ 

Mar.  23,  1987 

$  51.34 

150 

UNI  COR 

NO  MARKET 

DLA400-87-F-0695  2^ 

Dec.  20,  1986 

$  51.07 

130 

UNI  COR 

NO  MARKET 

DLA400-82-M-L758 

Jan.  31,  1982 

$  50.00 

89 

NOT  UNI  COR 

CURRENT  MARKET 

Quantity  is  the  procurement  quantity,  actual  quantity  produced  and  shipped  may  vary. 
Contract  Included  In  audit  and  determined  to  be  overpriced. 

Determined  by  Defense  General  Supply  Center  to  be  overpriced  by  at  least  200  percent'. 


26 


APPENDIX  C;  PROCOREMENT  HISTORY  BY  HATIONAL  STOCK  NDMBER 
(Continued) 


CONTRACT  AWARD 

NUMBER  DATE 


CURRENT 

UNIT  UN  I  COR/  MARKET/ 

PRICE  QUANTITY  ^  NOT  UN  I  COR  NO  MARKET 


NSN:  5995-01-095-9004 
CABLE  ASSEMBLY,  RADIO  FREQUENCY 


DLA400-89-F-2306  V 

Aug.  n,  1989 

$  43.79 

681 

UNI  COR 

NO  MARKET 

DLA400-*87-F~3327  y 

Sep.  23,  1987 

$  66.46 

49 

UNI  COR 

NO  MARKET 

DLA400-86-F-3515  V 

Aug.  29,  1986 

$  65.00 

135 

UNI  COR 

NO  MARKET 

N00383-84-G-4906 

July  13,  1985 

S202.44 

20 

NOT  UNI  COR 

CURRENT  MARKET 

N00383-84-6-4906 

June  07,  1985 

$190.24 

1 

NOT  UNI  COR 

CURRENT  MARKET 

N00303-84-G-4906 

May  01 ,  1985 

$190.24 

1 

NOT  UNI  COR 

CURRENT  MARKET 

DLA400-85“W-‘T035 

0c+.  10,  1984 

$190.87 

2 

NOT  UNI  COR 

CURRENT  MARKET 

NSN:  5995-00-889-0911 

CABLE  ASSEMBLY,  SPECIAL 

PURPOSE, 

ELECTRICAL 

DLA400-90-F-2414 

Sep.  24,  1990 

$  57.89 

481 

UNI  COR 

NO  MARKET 

DLA400-90--F-0045  2^ 

Oct.  04,  1989 

$  56.08 

460 

UNI  COR 

NO  MARKET 

DLA400-89-F-1774 

May  31,  1989 

$  55.72 

700 

UNI  COR 

CURRENT  MARKET 

DLA400-88~M-T503 

Aug.  01,  1988 

$  70.00 

87 

NOT  UNI  COR 

CURRENT  MARKET 

DLA400-88-M-J233 

May  08,  1988 

$  85.55 

65 

NOT  UNI  COR 

CURRENT  MARKET 

DLA400-88-M--H21 1 

Apr,  16,  1988 

$  70.00 

20 

NOT  UNI  COR 

CURRENT  MARKET 

DLA400-88-M-8399 

Jan.  12,  1988 

$  72.00 

66 

NOT  UNI  COR 

CURRENT  MARKET 

DLA400-87-M-R203 

May  19,  1987 

$  94.30 

41 

NOT  UNI  COR 

CURRENT  MARKET 

DLA400-87-M-0761 

Oct,  13,  1986 

$106.92 

8 

NOT  UNI  COR 

CURRENT  MARKET 

DLA400-85~M“Nn6 

Apr.  02,  1985 

$  98.70 

25 

NOT  UNI  COR 

CURRENT  MARKET 

DLA400-84-M-Y887 

July  31,  1984 

$160.00 

4 

NOT  UN i COR 

CURRENT  MARKET 

DLA400-84-M--V224 

June  30,  1984 

$110.00 

10 

NOT  UNI  COR 

CURRENT  MARKET 

DLA400-84~M~E626 

Mar.  20,  1984 

$170.00 

2 

NOT  UNI  COR 

CURRENT  MARKET 

NSN:  6150-01-220-5587 
CABLE  ASSEMBLY,  POWER,  ELECTRICAL 


DLA400-90-F-0413  i'' 
DLA400-89-F-0472  V 
DLA400-88-F-1348  V 
DLA400-88-F-0595 
DLA400-88-F-0067  V 
DLA400-87-F-3343  V 
DLA400-87-F-2857  V 


Oct.  31, 

1989 

$920.03 

516 

UNI  COR 

NO  MARKET 

Dec.  02, 

1988 

$612.80 

131 

UNI  COR 

NO  MARKET 

Mar,  16, 

1988 

$585.49 

1482 

UNI  COR 

NO  MARKET 

Dec.  07, 

1987 

$496.81 

2352 

UNI  COR 

NO  MARKET 

Oct,  13, 

1987 

$490.28 

138 

UNI  COR 

NO  MARKET 

Sep,  23, 

1987 

$490.28 

183 

UNI  COR 

NO  MARKET 

Aug,  09, 

1987 

$490.28 

1800 

UNI  COR 

NO  MARKET 

Quantity  is  the  procurement  quantity,  actual  quantity  produced  and  shipped  may  vary. 
Contract  Included  in  audit  and  determined  to  be  overpriced. 

Current  market  price  available  for  use  in  negotiating  price. 
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APPENDIX  C;  PROCOREMENT  HISTORY  BY  NATIONAL  STOCK  NUMBER 

(Continued) 


CONTRACT 

NUMBER 


OLA400-91-F-0386 
DLA400-90-F-0419  V 
DLA400-89-F-1403  V 
DLA400-89-F-0998  ^ 
DLA400-89-F-0574  V 
DLA400-88-F-1828  V 
DLA400-88-M-L035 
OLA400-88-F-0222  V 
DLA400-86-F-2730  V 
OLA400-85-F-1109  ^ 
DLA400-a5-F-0553  V 
DSA400-73-M-DP16 
DSA400-73-F-2845 
DSA400-71-M-9433 


DLA400-90-F-0024  V 
DLA400-89-F-2570 
DLA400-89-F-2404  V 
DLA400-89-F-2105 
DLA400-88-F-1349  V 
DLA400-88-F-0594  V 
DLA400-88-F-0040  V 
DLA400-87-F-3342  V 
DLA400-87-F-3087 


DLA400-89-F-1774  V 
DLA400-85-F-2428  y 
DLA400-84-M-A162 


CURRENT 

AWARD  UNIT  UN  I  COR/  MARKET/ 

DATE  PRICE  QUANTITY  I''  NOT  UN  I  COR  NO  MARKET 


NSN:  5995-00-823-2935 
CABLE  ASSEMBLY,  RADIO  FREQUENCY 


Dec.  13,  1990 

$ 

5,73 

2080 

UNI  COR 

NO  MARKET 

Nov,  12,  1989 

$ 

5.62 

2800 

UNI  COR 

NO  MARKET 

Apr.  27,  1989 

$ 

5,59 

4940 

UNI  COR 

NO  MARKET 

Mar.  05,  1989 

S 

5.59 

2800 

UNI  COR 

NO  MARKET 

Jan.  18,  1989 

$ 

5.60 

1908 

UNI  COR 

NO  MARKET 

June  11,  1988 

$ 

5.04 

6750 

UNI  COR 

CURRENT  MARKET 

May  10,  1988 

$ 

4.95 

1400 

NOT  UNI  COR 

CURRENT  MARKET 

Nov,  01,  1987 

$ 

5.11 

3000 

UN  1  COR 

NO  MARKET 

June  28,  1986 

$ 

5.40 

2854 

UN  1  COR 

NO  MARKET 

Feb.  18,  1985 

$ 

4.97 

5100 

UNI  COR 

NO  MARKET 

Dec,  17,  1984 

$ 

4.97 

1470 

UNI  COR 

NO  MARKET 

May  08,  1973 

$ 

7.50 

1 

NOT  UNI  COR 

CURRENT  MARKET 

Dec.  14,  1972 

$ 

2.85 

2113 

UNI  COR 

NO  MARKET 

Sep.  25,  1970 

$ 

3,10 

284 

NOT  UNI  COR 

CURRENT  MARKET 

NSN;  6150-01-220-5588 
CABLE  ASSEMBLY,  POWER,  ELECTRICAL 


Oct.  11,  1989 

$360.39 

90 

UN  1  COR 

NO  MARKET 

Sep.  25,  1989 

$360.39 

252 

UNI  COR 

NO  MARKET 

Sep.  01,  1989 

$482.12 

12 

UNI  COR 

NO  MARKET 

July  19,  1989 

$381.31 

75 

UNI  COR 

NO  MARKET 

Mar.  16,  1988 

$494.47 

3400 

UNI  COR 

NO  MARKET 

Dec.  07,  1987 

$443.74 

4770 

UNI  COR 

NO  MARKET 

Oct.  01,  1987 

$380.61 

160 

UNI  COR 

NO  MARKET 

Sep,  23,  1987 

$380.61 

143 

UNI  COR 

NO  MARKET 

Aug.  31,  1987 

$380.61 

4499 

UNI  COR 

NO  MARKET 

NSN:  5995-01 

-080-7920 

CABLE  ASSEMBLY,  SPECIAL 

PURPOSE, 

ELECTRICAL 

May  31,  1989 

$  63.99 

315 

UNI  COR 

NO  MARKET 

July  01 ,  1985 

$  73.02 

50 

UNI  COR 

NO  MARKET 

Jan.  21,  1984 

$  90.00 

30 

NOT  UNI  COR 

CURRENT  MARKET 

Quantity  is  the  procurement  quantity,  actual  quantity  produced  and  shipped  may  vary. 
Contract  included  in  audit  and  determined  to  be  overpriced. 

Current  market  price  available  for  use  in  negotiating  the  price. 

Contract  included  in  audit  and  determined  to  be  a  loss. 

Contract  included  in  audit  and  did  not  have  additional  profit  or  loss. 


3/ 
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APPENDIX  C;  PROCUREMENT  HISTORY  BY  NATIONAL  STOCK  NUMBER 
(Continued) 


CONTRACT  AWARD 

NUMBER  DATE 


CURRENT 

UNIT  UN  I  COR/  MARKET/ 

PRICE  QUANTITY  1-^  NOT  UN  I  COR  NO  MARKET 


NSN:  2590-01-144-8899 
WIRING  HARNESS,  BRANCHED 


DAAE07-89-F-0013  ^ 

Jan.  30, 

1989 

$335.50 

460 

UNI  COR 

NO  MARKET 

DAAE07-87-F-0025  ^ 

Jan.  09, 

1987 

$178.92 

057 

UNI  COR 

NO  MARKET 

DAAE07-86-F-0004  V 

Jan.  17, 

1986 

$173.71 

857 

UNI  COR 

NO  MARKET 

Quantity  is  the  procurement  quantity,  actual  quantity  produced  and  shipped  may  vary. 
Contract  Included  In  the  audit  and  determined  to  be  a  loss. 
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APPENDIX  D:  UNIT  PRICE  MARKUP 


U.S.  ARMY  TANK-AUTOMOTIVE  COMMAND 


CONTRACT 

NUMBER 

(A) 

CONTRACT 

UNIT  PRICE 

UNICORi/ 
FACTORY 
UNIT  COSTS 

unicorV 
ACTUAL 
UNIT  COSTS 

MARKUPl/ 
( PERCENT ) 

DAAEO 7 -8 9 -F- 0 0 7 ei/ 

NSN:  6150-01-119-4117 

$  383.14  $  245.28 

$  292.31 

131 

DAAE07-87-F-0063i/ 

NSN;  2590-01-119-4117 

$  378.42  $  285.91 

$  323.44 

117 

DAAE07-89-F-0017i/ 

DAAE07-87-P-0107i/ 

NSN;  2590-01-083-5724 

$1,720.81  $1,448.25 

$1,517.81 

113 

$1,817.9774 

$1,510.32 

$1,611.32 

113 

1/  UNICOR  Factory  Unit  Costs  is  the  unaudited  sum  of  direct 
materials,  direct  labor,  and  factory  overhead. 

2/  UNICOR  Actual  Unit  Costs  is  the  audited  sum  of  direct 
materials,  direct  labor,  factory  overhead,  general  and 
administrative  costs,  and  negotiated  profit. 

3/  The  markup  percentage  is  the  total  of  the  costs,  negotiated 
profit,  and  additional  profit  received  and  is  calculated  as  (A) 
divided  by  (B).  The  first  100  percent  of  markup  is  the  costs  and 
negotiated  profit.  Any  percentage  over  100  is  additional  profit. 
4/  UNICOR  estimated  overhead  items  as  direct  items. 
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APPENDIX  D;  UNIT  PRICE  MARKOP  (Continued) 


U.S.  NAVY  SHIPS  PARTS  CONTROL  CENTER 


(A) 

CONTRACT  CONTRACT 

NOMBER  UNIT  PRICE 

NSN:  1450 

NOOIO4-88-F-O577V  $834.30 

N00104-84-F-0627i/  $970.85 


UNICORi/ 

unicorV 

MARKUPl/ 

FACTORY 

ACTUAL 

UNIT  COSTS 

UNIT  COSTS 

(PERCENT) 

01-012-6112 

$672.79 

$752.97 

111 

$664.35 

$658.72 

147 

DEFENSE  ELECTRONICS  SUPPLY  CENTER 


DLA900-89-F-0533i/ 

DLA900-88-F-0935i/ 

DLA900-85-F-0803i/ 

DLA900-85-F-0616i/ 

DLA900-84-F-0899i/ 


NSN:  1440-00-118-1922 


$465.64 

$303.03 

$362.98 

128 

$463.85 

$226.80 

$226.53 

205 

$446.26 

$174.61 

$198.54 

225 

$446.26 

$227.99 

$257.43 

173 

$482.10 

$249.21 

$280.05 

172 

1/  UNICOR  Factory  Unit  Costs  is  the  unaudited  sum  of  direct 
materials,  direct  labor,  and  factory  overhead. 

2/  UNICOR  Actual  Unit  Costs  is  the  audited  sum  of  direct 
materials,  direct  labor,  factory  overhead,  general  and 
administrative  costs,  and  negotiated  profit. 

3/  The  markup  percentage  is  the  total  of  the  costs,  negotiated 
profit,  and  additional  profit  received  and  is  calculated  as  (A) 
divided  by  (B).  The  first  100  percent  of  markup  is  the  costs  and 
negotiated  profit.  Any  percentage  over  100  is  additional  profit. 
4/  UNICOR  estimated  overhead  items  as  direct  items. 
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APPENDIX  D;  DNIT  PRICE  MARKDP  (Continued) 


DEFENSE  GENERAL  SUPPLY  CENTER 


(A) 

UNICORi/ 

UNICOR^/ 

CONTRACT 

CONTRACT  FACTORY 

ACTUAL 

MARKUP^/ 

NUMBER 

UNIT  PRICE  UNIT  COSTS 

UNIT  COSTS 

( PERCENT ) 

NSN; 

5995-01-101-8342 

DLA400-90-F-1356i/ 

$35.01 

$11.91 

$15.54 

225 

DLA400-89-F-1145i/ 

$34.70 

$19.76 

$20.60 

168 

DLA400-87-F-1834i/ 

$46.67 

5/ 

$43.49 

107 

DLA400-87-P-0969i/ 

$46.67 

5/ 

$33.40 

140 

DLA400-86-P-1514i/ 

$45.62 

$  8.84 

$  7.36 

620 

DLA400-86-F-0013i/ 

$46.59 

$  5.80 

$  6.33 

736 

NSN: 

5995-01-027-3320 

DLA400-89-F-1146i/ 

$51.47 

$32.14 

$33.35 

154 

DLA400-88-F-0446 

$52.72 

$17.82 

$22.29 

237 

DLA400-87-P-2878i/ 

$52.21 

$15.10 

$17.96 

291 

DLA400-87-F-1496i/ 

$51.34 

$17.12 

$21.55 

238 

DLA400-87-F-0695i/ 

$51.07 

$24.13 

$30.29 

169 

NSN: 

5995-00-823-2935 

DLA400-90-F-0419i/ 

$  5.62 

$  4.36 

$  4.66 

121 

DLA400-89-P-1403 

$  5.59 

$  3.12 

$  3.65 

153 

DLA400-89-P-0574 

$  5.60 

$  6.77 

$  4.18 

134 

DLA400-88-F-1828i/ 

$  5.40 

$  4.02 

$  3.67 

147 

DLA400-88-F-0222 

$  5.11 

$  2.76 

$  3.82 

134 

DLA400-86-P-2730|/ 

$  5.04 

$  4.12 

$  4.31 

117 

DLA400-85-F-0553V 

$  4.97 

$  3.04 

$  3.16 

157 

1/  UNICOR  Factory  Unit  Costs  is  the  unaudited  sum  of  direct 
materials,  direct  labor,  and  factory  overhead. 

2/  UNICOR  Actual  Unit  Costs  is  the  audited  sum  of  direct 
materials,  direct  labor,  factory  overhead,  general  and 
administrative  costs,  and  negotiated  profit. 

3/  The  markup  percentage  is  the  total  of  the  costs,  negotiated 
profit,  and  additional  profit  received  and  is  calculated  as  (A) 
divided  by  (B).  The  first  100  percent  of  markup  is  the  costs  and 
negotiated  profit.  Any  percentage  over  100  is  additional  profit. 
4/  UNICOR  estimated  overhead  items  as  direct  items. 

5/  UNICOR  Form  9  "Production  Order  and  Cost  Sheet"  not 
available. 

6/  UNICOR  estimate  included  parts  that  were  not  needed  to 
manufacture  the  product. 


33 


APPENDIX  Dt  UNIT  PRICE  HARKDP  (Continued) 


CONTRACT 

NUMBER 


DEFENSE  GENERAL  SUPPLY  CENTER 


(A) 

CONTRACT 
UNIT  PRICE 


UNICORi/ 
FACTORY 
UNIT  COSTS 


UNICOR^/ 
ACTUAL 
UNIT  COSTS 


markup!/ 

(PERCENT) 


NSN:  5995-00-889-0911 


DLA400-90-P-0045i/ 

DLA400-89-P-1774i/ 


DLA400-89-F-1774i/ 

DLA400-85-P-2428i/ 


DLA400-89-F-2306i/ 

DLA400-87-F-3327i/ 

DLA400-86-F-3515i/ 


DLA400-90-F-0413i/ 

DLA400-89-F-0472i/ 

DLA400-88-F-1348i/ 

DLA400-88-P-0595 

DLA400-88-F-0067 

DLA400-87-F-3343 

DLA400-87-P-2857 


DLA400-90-F-0024i/ 

DLA400-89-F-2404i/ 

DLA400-88-P-1349i/ 

DLA400-88-F-0594 

DLA400-88-P-0040 

DLA400-87-P-3342 


$  56.08 

$  42.20 

$51.65 

109 

$  55.72 

$  42.97 

$47.57 

117 

NSN: 

5995-01-080-7920 

$  63.99 

$  47.77 

$51.32 

125 

$  73.02 

$  62.44 

$61.80 

118 

NSN: 

5995-01-095-9004 

$  43.79 

$  24.77 

$  28.65 

153 

$  66.46 

$  30.41 

$  39.36 

169 

$  65.00 

$  51.91 

$  51.03 

127 

NSN: 

6150-01-220-5587 

$920.03 

$613.42 

$617.45 

149 

$612.80 

$  57.19 

$520.51 

118 

$585.49 

$393.64 

$450.00 

130 

$496.81 

$411.37 

$453.68 

110 

$490.28 

$263.24 

$467.33 

105 

$490.28 

$554.41 

$455.05 

108 

$490.28 

$497.76 

$462.10 

106 

NSN: 

6150-01-220-5588 

$360.39 

$222.36 

$243.46 

148 

$482.12 

$440.46 

$297.97 

162 

$494.47 

$348.01 

$379.52 

130 

$443.74 

$378.34 

$413.67 

107 

$380.61 

$155.16 

$378.97 

100 

$380.61 

$307.49 

$379.75 

100 

1/  UNICOR  Factory  Unit  Costs  is  the  unaudited  sum  of  direct 
materials,  direct  labor,  and  factory  overhead. 

2/  UNICOR  Actual  Unit  Costs  is  the  audited  sum  of  direct 
materials,  direct  labor,  factory  overhead,  general  and 
administrative  costs,  and  negotiated  profit. 

3/  The  markup  percentage  is  the  total  of  the  costs,  negotiated 
profit,  and  additional  profit  received  and  is  calculated  as  (A) 
divided  by  (B).  The  first  100  percent  of  markup  is  the  costs  and 
negotiated  profit.  Any  percentage  over  100  is  additional  profit. 
4/  UNICOR  estimated  overhead  items  as  direct  items. 
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1.  Misconception.  Federal  Prison  Industries  is  exempt  from  all 
normal  pricing  techniques  because  Federal  departments  and 
agencies  are  mandated  to  buy  products  from  ONICOR  before  issuing 
competitive  proposals  to  the  private  sector. 

Fact.  The  fact  that  Federal  departments  and  agencies  must 
buy  products  from  Federal  Prison  Industries  before  going  to  the 
private  sector  should  not  influence  the  pricing  techniques  used 
to  evaluate  the  price  offered  and  to  determine  whether  or  not  the 
price  offered  is  fair  and  reasonable. 

2.  Misconception.  Federal  Prison  Industries  prices  are  not 
negotiable. 

Fact.  Prices  established  by  Federal  Prison  Industries  can 
and  should  be  negotiated  to  arrive  at  a  fair  and  reasonable 
price. 

3.  Misconception.  As  long  as  the  Federal  Prison  Industries 
price  does  not  exceed  a  market  price,  it  is  fair  and  reasonable. 

Pact.  A  reasonable  price  is  the  sum  of  reasonable  costs  to 
do  the  work  and  a  reasonable  profit.  This  may  or  may  not  equate 
to  a  price  expected  to  be  paid  if  the  goods  or  services  were  not 
being  procured  from  Federal  Prison  Industries.  Also,  for  many  of 
the  items  procured,  there  is  no  real  marketplace?  therefore, 
there  is  no  market  price  for  comparison. 

4.  Misconception.  No  cost  or  price  analysis  needs  to  be 
performed  when  procuring  from  Federal  Prison  Industries. 

Fact.  A  cost  or  price  analysis  should  be  performed  when 
procuring  from  Federal  Prison  Industries  to  ensure  that  a  fair 
and  reasonable  price  is  achieved.  Failure  to  perform  a  cost  or 
price  analysis  thoroughly  and  properly  may  well  result  in  the 
payment  of  excessive  prices. 

5.  Misconception.  Only  firm-fixed  price  contracts  can  be 
awarded  to  the  Federal  Prison  Industries. 

Fact.  The  Federal  Acquisition  Regulation  does  not  specify 
the  type  of  contract  to  be  awarded  to  Federal  Prison  Industries. 
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APPENDIX  E;  COMMON  MISCONCEPTIOMS  ON  PROCURING  ITEMS  FROM  DNICOR 
(Continued) 

6.  Misconception.  When  preparing  a  should  cost  analysis  for 
procurements  from  Federal  Prison  Industries  you  should  use  the 
standard  industry  classification  code  to  get  labor  (commercial) 
rates . 

Fact.  When  preparing  a  should  cost  analysis,  estimated  labor 
rates  for  the  types  of  labor  that  will  be  used  and  are  fair  and 
reasonable  should  be  used.  Thus,  since  prison  labor  rates  range 
from  $.23  to  $1.15  per  hour,  commercial  labor  rates  should  not  be 
used. 

7.  Misconception.  Clearances  cannot  be  requested  from  Federal 
Prison  Industries.  Federal  Prison  Industries  can  issue  a 
clearance  when  they  choose  to  do  so. 

Fact.  FAR  8.605  "Clearances"  provides  the  mechanism  by  which 
clearances  can  be  requested  and  obtained  from  Federal  Prison 
Industries . 

8.  Misconception.  DCAA  does  not  and  cannot  get  involved  with 
procurements  from  Federal  Prison  Industries. 

Pact.  Federal  Prison  Industries  is  a  self-supporting,  wholly 
owned  Government  corporation  of  the  District  of  Columbia  and,  as 
such,  DCAA  can  and  should  be  involved  with  procurements  from 
them. 
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APPENDIX  F;  SUMMARY  OF  POTENTIAL  MONETARY  AND  OTHER  BENEFITS 
RESULTING  FROM  AUDIT 


Recommendation 

Reference 

Description  of  Benefit 

Amount  and/or 
Type  of  Benefit 

l.a.  and  l.b. 

Compliance  with  Regulations 

Undeterminable 

2 

Compliance  with  Regulations 
Clarification  of  Profit 

Policy 

Undeterminable 

3 

Compliance  with  Regulations 
Compliance  with  Regulations 

Undeterminable 

4 

Economy  and  Efficiency 
by  Requesting  a  Voluntary 
Refund  of  $81,349  to 
Tank-Automotive  Command. 

Questioned 

Costs  of 
$81,349 

5 

Economy  and  Efficiency 
by  Requesting  a  Voluntary 
Refund  of  $372,025  to 

Navy  Ships  Parts  Control 

Center , 

Questioned 

Costs  of 
$372,025 

6 

Economy  and  Efficiency 
by  Requesting  a  Voluntary 
Refund  of  $233,237  to 

Defense  Electronics  Supply 
Center. 

Questioned 

Costs  of 
$233,237 

7 

Economy  and  Efficiency 
by  Requesting  a  Voluntary 
Refund  of  $1,143,170  to 

Defense  General  Supply  Center 

Questioned 

Costs  of 
$1,143,170 

We  believe  that  Recommendations  1,  2,  and  3  will  result  in  more 
economical  procurements. 
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APPENDIX  G:  PRINCIPLE  ACTIVITIES  VISITED  OR  CONTACTED 


Office  of  the  Secretary  of  Defense 


Director  of  Defense  Procurement,  Washington,  DC 
Department  of  the  Army 

U.S.  Army  Contracting  Support  Agency,  Great  Palls,  VA 
U.S.  Army  Tank-Automotive  Command,  Warren,  MI 

Department  of  the  Navy 

U.S.  Naval  Supply  Systems  Command,  Arlington,  VA 

U.S.  Navy  Ships  Parts  Control  Center,  Mechanicsburg,  PA 

Department  of  the  Air  Force 

Operational  Contracting  Division,  Office  of  the  Assistant 
Secretary  of  the  Air  Force  (Acquisitions),  Arlington,  VA 

Defense  Activities 


Headquarters,  Defense  Logistics  Agency,  Alexandria,  VA 
Defense  Electronic  Supply  Center,  Dayton,  OH 
Defense  General  Supply  Center,  Richmond,  VA 

Department  of  Justice 


Federal  Prison 
Federal  Prison 
Federal  Prison 
Federal  Prison 


Industries,  Washington,  DC 
Industries,  Lexington,  KY 
Industries,  Oxford,  WI 
Industries,  Memphis,  TN 
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APPENDIX  H:  FINAL  REPORT  DISTRIBUTION 


Office  of  the  Secretary  of  Defense 

Under  Secretary  of  Defense  for  Acquisitions 
Director  of  Defense  Procurement 

Assistant  Secretary  of  Defense  (Production  and  Logistics) 
Assistant  Secretary  of  Defense  (Public  Affairs) 

Comptroller  of  the  Department  of  Defense 

Department  of  the  Army 

Secretary  of  the  Army 

Assistant  Secretary  of  the  Army  (Financial  Management) 

Assistant  Secretary  of  the  Army  (Research,  Development  and 

Acquisitions) 

Commander,  U.S.  Army  Tank-Automotive  Command 

Department  of  the  Navy 

Secretary  of  the  Navy 
Comptroller  of  the  Navy 

Assistant  Secretary  of  the  Navy  (Financial  Management) 

Assistant  Secretary  of  the  Navy  (Research,  Development,  and 

Acquisitions) 

Commander,  U.S.  Navy  Ships  Parts  Control  Center 
Defense  Activities 

Director,  Defense  Contract  Audit  Agency 
Director,  Defense  Logistics  Agency 

Commander,  Defense  Electronics  Supply  Center 
Commander,  Defense  General  Supply  Center 

Department  of  Justice 

Department  of  Justice,  Inspector  General 
Department  of  Justice,  Federal  Prison  Industries 

Non-DoD 

Office  of  Management  and  Budget 

U.S.  General  Accounting  Office,  NSIAD  Technical  Information 
Center 

Congressional  Committees; 

Senate  Subcommittee  on  Defense,  Committee  on  Appropriations 
Senate  Committee  on  Armed  Services 
Senate  Committee  on  Governmental  Affairs 
Senate  Committee  on  Small  Business 

Senate  Ranking  Minority  Member,  Committee  on  Armed  Services 
House  Committee  on  Appropriations 

House  Subcommittee  on  Defense,  Committee  on  Appropriations 
House  Ranking  Minority  Member,  Committee  on  Appropriations 
House  Committee  on  Armed  Services 
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Non-DoD  (continued) 

House  Committee  on  Government  Operations 
House  Committee  on  Small  Business 

House  Subcommittee  on  Procurement,  Tourism,  and  Rural 
Development,  Committee  on  Small  Business 
House  Subcommittee  on  Legislation  and  National  Security, 
Committee  on  Government  Operations 
Representative  Benjamin  A.  Gilman 
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APPENDIX  I;  DETAILED  AUDIT  RESPONSES  TO  FEDERAL  PRISON 
INDUSTRIES  COMMENTS 


1.  PPI  comment.  The  Federal  Prison  Industries,  Inc.  (FPI) 
stated  that  as  a  Government  agency,  it  should  not  be  required  to 
provide  certified  cost  or  pricing  statements,  particularly  since 
FPI  concurs  with  the  DoDIG  that  there  should  be  full  information 
parity  in  contract  negotiations,  i.e.,  that  sharing  of  FPI  and 
DoD  cost  analysis  data  will  occur. 

Audit  response.  As  a  Government  corporation  offering 
products  for  sale  to  other  agencies,  the  PPI  should  comply  with 
the  same  standards  and  expectations  required  by  the  Government  of 
private  sector  contractors.  Contractors  must  comply  with  the 
FAR.  Government  agencies  that  must  buy  from  FPI,  private  sector 
businesses  that  produce  the  same  kinds  of  goods  made  by  FPI,  and 
the  public  at  large  have  a  right  to  know  that  FPI  prices  are 
fairly  set.  PAR  15.804.3,  "Exemptions  Prom  or  Waiver  of 
Submission  of  Certified  Cost  or  Pricing  Data,"  states  that  the 
contracting  officer  shall  require  submission  of  certified  cost  or 
pricing  data  and  FAR  15.804-8,  "Contract  Clauses,"  requires  the 
inclusion  of  clause  52.215-22,  "Price  Reduction  for  Defective 
Cost  or  Pricing  Data,"  in  the  contract  unless  the  contracting 
officer  determines  that  prices  are  based  on  adequate  price 
competition,  established  catalog  or  market  prices  of  commercial 
items  sold  in  substantial  quantities  to  the  general  public,  or 
set  by  law  or  regulation. 

FPI  prices  are  not  based  on  adequate  price  competition,  and  FPI 
does  not  have  established  catalog  or  market  prices  of  commercial 
items  sold  in  substantial  quantities  to  the  general  public.  To 
receive  an  exemption  based  on  established  prices  set  by  law  or 
regulation,  FPI  must  claim  the  exemption  under  a  Standard  Form 
1412  "Claim  for  Exemption  of  Submission  of  Certified  Cost  or 
Pricing  Data."  The  PAR  sets  specific  criteria  for  exemptions 
from  or  waiver  of  certified  cost  or  pricing  data  and  must  be 
adhered  to  by  DoD  contracting  officers. 

The  principle  of  informational  parity  was  established  to  place 
the  contracting  officers  on  an  equal  footing  or  an  informational 
parity  with  contractors.  It  is  self-evident  that  during 
negotiations  contracting  officers  should  have  knowledge  of  all 
facts  affecting  the  pricing  of  the  contract  to  ensure  that 
reasonable  prices  are  negotiated. 

FAR  15.803,  "General,"  prohibits  the  disclosure  of  any 
conclusions,  recommendations,  or  portions  of  administrative 
contracting  office  or  auditor  reports  regarding  the  proposal  of 
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the  contractor  because  it  may  significantly  compromise  the 
negotiating  position  of  the  contracting  officer. 

2.  FPI  comment »  FPI  commented  that  its  electronic  and 
electrical  cable  products  were  not  overpriced  in  real  economic 
terms,  because  they  are  at  or  below  the  current  market  price  for 
comparable  products  and  because  profits  on  these  products  in  the 
aggregate  have  not  exceeded  6.5  percent  in  the  period  covered  by 
the  audit.  FPI  further  contends  that  they  are  not  overpriced  in 
the  legal  sense,  because  their  statutes  require  only  that  they  be 
at  or  below  current  market  price.  Moreover,  FPI  contends  that 
their  prices  are  reasonable  in  view  of  the  statutory  mandates  of 
the  Corporation. 

Audit  response.  Of  the  54  contracts  reviewed,  48  were 
overpriced  in  real  economic  terms  by  approximately  $1.8  million 
and  only  3  had  non-FPI  purchases  within  1  year  of  award.  The 
remaining  51  contracts  had  no  non-FPI  purchases  for  a  period 
ranging  from  more  than  1  year  to  17  years.  Thus,  no 
determination  of  what  constitutes  a  current  market  price  occurred 
as  required  under  the  statutory  language  in  18  U.S.C.  4124,  which 
states  that  Federal  agencies  shall  purchase  goods  and  services 
available  from  UNICOR  [FPI]  at  not-to-exceed  current  market 
prices,  was  possible. 

The  requirement  that  FPI  prices  not  exceed  a  current  market  price 
is  not  the  only  factor  to  be  considered  by  the  contracting 
officer.  Under  FAR  15.8,  "Price  Negotiation,"  the  contracting 
officer  must  ensure  that  supplies  and  services  are  procured  from 
a  responsible  source  at  a  fair  and  reasonable  price.  If  FPI 
prices  exceed  the  sum  of  reasonable  costs  to  do  the  work  plus  a 
reasonable  profit,  then  the  price  established  would  not  be 
considered  fair  and  reasonable.  As  stated  above,  the  price 
established  for  48  of  the  54  contracts  that  we  audited  was  not 
fair  and  reasonable. 

The  FPI  contention  that  profits  on  products  can  be  aggregated  is 
not  in  keeping  with  the  provisions  of  the  PAR.  FAR  15.802, 
"Policy,"  requires  contracting  officers  to  price:  each  contract 
separately  and  independently  and  not  use  proposed  price 
reductions  under  other  contracts  as  an  evaluation  factor  or 
consider  losses  or  profits  realized  or  anticipated  under  other 
contracts.  The  FPI  philosophy  of  aggregating  losses  with  profits 
to  discuss  profits  would  require  DoD  to  aggregate  a  contract  with 
a  loss  against  a  contract  with  an  88  percent  profit  to  arrive  at 
a  substantially  reduced  profit  rate.  The  FPI  method  distorts  the 
unusually  high  profit  rates  achieved  on  many  of  their 
contracts.  We  do  not  consider,  and  we  believe  that  the  FAR  would 
not  consider,  a  contract  with  an  88  percent  profit  rate  as  a 
contract  with  a  fair  and  reasonable  price. 
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The  first  law  providing  for  PPI  was  the  Act  of  July  10,  1918, 
Chapter  144,  10  Stat.  896,  which  set  the  price  at  current  market 
price.  The  idea  of  giving  the  Attorney  General  wider  latitude  in 
fixing  prices  was  rejected  based  on  the  premise  that  the 
Government  ought  not  to  pay  excessive  prices  for  a  product 
produced  by  itself,  particularly  if  the  Government  were  to  be  the 
only  customer  for  products  produced  with  convict  labor.  In 
addition,  Congress  wanted  to  know  if  these  undertakings  were 
making  or  losing  money,  and  did  not  want  to  give  the  Attorney 
General  "the  power  to  fix  any  price  he  pleases  [so  that]  he  can 
make  it  appear  that  the  [FPI]  is  making  big  money,  or  that  it  is 
losing  money."  In  1930,  Public  Law  271,  71st  Cong.,  2d  sess. 
changed  the  language  on  price  to  "not  to  exceed  current  market 
prices. " 

Although  FPI  has  a  mandate  to  be  self-supporting,  we  believe  that 
one  Federal  Agency  (DoD)  should  not  pay  another  Federal  Agency 
(FPI)  excessive  prices  on  one  contract  for  products  or  services 
to  cover  losses  on  other  FPI  contracts.  Conversely,  it  is 
difficult  to  understand  why  the  FPI  sells  products  at  a  loss, 
when  the  labor  rates  for  FPI  range  from  $.23  to  $1.15  per  hour 
for  production  labor.  A  contracting  officer  in  DoD  should  not 
knowingly  agree  to  purchase  products  at  a  given  price  from  FPI 
wherein  FPI  incurs  a  loss  on  the  contract.  Sales  of  products  at 
a  loss  by  FPI  is  self-defeating  to  the  statutory  mandate  of 
FPI.  If  FPI  must  sell  a  product  at  a  loss  to  remain  below 
current  market  price,  then  PPI  should  not  be  in  that  product 
line. 


3.  FPI  comment .  FPI  commented  that  the  products  that  were  the 
subject  of  this  audit  were  not  overpriced  because  they  were 
priced  at  or  below  current  market  price,  and  because  the 
aggregated  profit  for  the  products  in  question  was  reasonable 
based  on  their  statutory  mandates. 

According  to  FPI,  eight  of  the  thirteen  products  covered  by  the 
audit  had  comparable  products,  i.e.,  identical  or  very  similar 
products  whose  price  could  be  compared  to  the  FPI  price.  FPI 
contends  that  their  price  was  below  the  market  price  on  these 
products.  FPI  further  contends  that  they  saved  DoD  over  $1.9 
million  on  these  products,  compared  to  what  DoD  would  have  spent 
had  the  products  been  procured  on  the  open  market. 

According  to  FPI,  profits  on  the  remaining  five  products  were 
also  reasonable  based  on  the  fact  that  these  profits  were  less 
than  the  profits  on  the  eight  products  for  which  comparables 
existed. 
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Audit  response.  The  FPI  contention  that  the  products  that 
we  reviewed  as  a  part  of  this  audit  were  not  overpriced  and  that 
the  FPI  profit  was  reasonable,  is  factually  inaccurate. 

The  claimed  "savings"  to  DoD  of  $1.9  million  by  FPI  were 
calculated  based  on  inaccurate  and  outdated  information.  For 
example,  for  one  cable  assembly  the  last  non-FPl  price  had  to  be 
adjusted  for  periods  of  12  years.  A  review  of  the  FPI  method  of 
adjusting  the  last  non-FPI  price  found  errors  in  both  the 
analysis  and  the  actual  data  used.  The  FPI  analysis  did  not  take 
into  account  the  potential  that  the  non-FPI  price  may  not  have 
been  fair  and  reasonable.  The  FPI  method  of  adjusting  the  last 
non-FPI  price  was  based  only  on  one  factor,  a  4  percent  inflation 
factor.  The  FPI  method  also  did  not  take  into  consideration 
potential  price  reductions  resulting  from  improved  manufacturing 
processes.  The  FPI  analysis  distorted  the  comparison  between  FPI 
prices  and  non-FPI  prices.  For  example,  the  FPI  erroneous 
analysis  improperly  projected  a  non-FPI  price  [NSN  5995-00-023- 
2935].  Using  corrected  data  and  the  FPI  method  of  adjusting  the 
last  non-FPI  price,  DoD  actually  spent  more  money  by  buying  the 
product  from  FPI  than  had  been  charged  by  a  non-FPI  source. 

4.  FPI  comment ♦  FPI  commented  that  their  authorizing 
legislation,  controls  all  aspects  of  its  operations,  including 
the  establishment  of  prices.  FPI  is  administered  by  a  Board  of 
six  Directors,  appointed  by  the  President  of  the  United  States, 
and  by  Corporate  Management,  including  a  Chief  Executive  Officer, 
and  a  Chief  Operating  Officer.  Further,  the  establishment  of 
prices  and  profit  levels  is  pivotal  to  the  running  of  the 
Corporation.  The  Corporation  is  operated  through  the  use  of  its 
profits,  not  from  the  use  of  appropriated  funds.  Establishment 
of  prices  is  the  primary  mechanism  by  which  the  Board  and 
Corporate  Management  ensure  that  the  statutory  mandates  of  FPI 
can  be  met.  The  only  limitation  placed  on  FPI  to  set  prices  is 
that:  the  price  must  be  at  or  below  the  current  market  price, 
and  profits  must  be  sufficient  so  that  the  Corporation  is  run  on 
an  economic  basis  in  achieving  its  statutory  responsibilities. 

Audit  response.  The  DoD  Contracting  officers  have  the 
responsibility  to  award  contracts  that  are  fair  and  reasonably 
priced,  and  not  to  subsidize  FPI.  Central  to  the  operation  of 
FPI  is  their  cost  estimating  and  cost  accumulation  systems.  If 
FPI  is  to  operate  through  the  use  of  its  profits  and  not  through 
appropriated  funds,  then  FPI  must  maintain  accurate  cost 
estimation  and  cost  accumulation  data. 
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Overcharging  on  certain  contracts  and  undercharging  on  others  is 
not  the  mechanism  by  which  to  ensure  that  statutory  mandates  of 
FPI  are  met,  even  if  the  overall  earnings  level  for  PPI  does  not 
appear  excessive.  FPI  should  concentrate  on  establishing  prices 
based  on  accurate  cost  estimation  and  cost  accumulation  data.  We 
commend  FPI  for  recognizing  their  weaknesses  in  cost  estimation 
and  accumulation  procedures  and  planning  corrective  action.  The 
FPI  correction  of  weaknesses,  relating  to  cost  estimation  and 

accumulation  can  eliminate  the  need  for  FPI  to  make  defensive 
arguments  in  favor  of  a  pricing  policy  based  on  flawed  cost  data. 

5.  FPI  comment .  FPI  commented  that  the  products  that  were  the 

subject  of  this  audit  were  priced  at  or  below  market  price.  In 
the  aggregate,  the  profit  for  cable  assemblies  sold  to  DoD  over 
the  same  period  covered  in  the  audit  did  not  exceed  6.5  percent 
and  that  this  was  a  reasonable  return  on  sales.  FPI  further 

maintained  that  the  audit  sample  was  not  randomly  selected. 

Audit  response.  Prices  from  FPI  were  not  at  or  below 
current  market  prices,  and  it  is  inappropriate  to  aggregate 
profits  and  losses  on  contracts.  The  contention  of  FPI  that  the 
audit  sample  was  not  randomly  selected  is  inaccurate.  The  audit 
sample  was  randomly  selected  by  the  DoDIG  statistician.  We 
concluded  audit  work  after  completion  of  a  portion  of  the  random 
sample  because  of  the  significant  problems  uncovered  in  cost 
estimating  and  accumulating  by  PPI.  We  deemed  it  prudent  to 
allow  FPI  an  opportunity  to  correct  the  costing  deficiencies 

identified  before  conducting  any  additional  work. 

6.  FPI  comment.  FPI  commented  that  the  DoDIG  ignored 

controlling  regulations  which  explicitly  provide  that  comparable 
pricing  can  be  determined  by  adjusting  for  inflation  and 
fluctuation  in  materials.  The  PPI  cited  DLA  Acquisition 
Regulation  4105.1,  Section  8. 604-90(a) ( 3) ,  "Pricing  Policies  For 
Awards  To  Federal  Prison  Industries,  Inc.,'*  which  states: 

"When  a  contract  action  Involves  allotment  to  FPI  of  the  entire 
quantity  of  the  required  Item  and  current  market  quotations  are  not 
available,  prior  contract  prices  (adjusted  to  reflect  changes  In 
market  prices  of  components  since  the  last  contract  and  differences 
In  any  other  cost  factors,  e.g,,  labor,  operation  supplies, 
employee  fringe  benefits)  shall  be  used  as  the  basis  for 
determining  the  current  market  price." 

FPI  further  contends  that  since  the  DLA  regulation  does  not  limit 
current  prices  to  those  incurred  within  the  same  year,  that 
prices  can  easily  be  adjusted  by  taking  known  variables  into 
account. 
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Audit  response.  DLA  Regulation  4105.1,  Section  8.604- 
90(a)(3)  does  not  state  that  current  market  value  is  the  only 
factor  to  be  considered.  The  assertion  of  PPI  that  the  DLA 
regulation  stands  alone  is  incorrect.  The  regulation  must  be 
read  in  conjunction  with  the  PAR  as  a  whole.  Therefore,  the 
requirement  that  FPI  prices  not  exceed  a  current  market  price  is 
not  the  only  factor  to  be  considered  by  the  contracting 
officer.  The  contracting  officer  under  FAR  15.8,  "Price 
Negotiation,"  must  also  ensure  that  supplies  and  services  are 
procured  at  a  fair  and  reasonable  price.  DLA  Regulation  4105.1, 
Section  8.604-90(a) (3)  does  not  excuse  the  contracting  officer 
from  determining  a  fair  and  reasonable  price.  It  merely  provides 
one  possible  method  out  of  many  to  attempt  to  determine  a  current 
market  price.  Further,  the  DLA  regulation  is  only  applicable  to 
DLA  activities  and  not  to  all  other  DoD  activities. 

7.  FPI  comment.  FPI  commented  that  DoDIG  faults  contracting 
officers  for  following  DLA  Regulation  4105.1  Section  8604-90 
paragraph  (a)(4),  "Acquisitions  from  Federal  Prison  Industries," 
which  concludes  that  "A  quotation  from  PPI  at  or  less  than  the 
determined  current  market  price  shall  be  accepted." 

Audit  response.  Only  3  of  the  54  contracts  reviewed  had 
non-FPI  purchases  within  1  year  of  award.  Thus,  a  sound 
determination  of  current  market  price  was  not  possible  on  51  of 
the  contracts.  The  assertion  of  PPI  that  DLA  Regulation  4105.1 
section  8604-90 (a) ( 4)  stands  alone  is  incorrect.  DLA  Regulation 
4104.1  section  8604-90(a) (4)  is  not  the  only  regulation 
applicable  to  FPI  and  must  be  read  in  conjunction  with  the  FAR  as 
a  whole.  FAR  1.3,  "Agency  Acquisition  Regulations,"  authorizes 
an  agency  head  to  issue  or  authorize  the  issuance  of  agency 
acquisition  regulations  that  implement  or  supplement  the  FAR  and 
incorporate,  together  with  the  PAR,  agency  policies  and 
procedures  that  govern  the  contracting  process  or  otherwise 
control  the  relationship  between  the  agencies  and  contractors. 
Thus,  the  provisions  covered  by  FAR  15.802,  which  requires  that 
contracting  officers  purchase  supplies  and  services  from 
responsible  sources  at  fair  and  reasonable  prices,  also 
applies.  In  addition,  DLA  Regulation  4105.1  section  8604- 
90(a)(4)  is  only  applicable  to  DLA  activities  and  not  to  the 
other  DoD  activities. 

8.  FPI  comment.  FPI  commented  that  they  have  no  reason  to 
believe  that  profit  levels  set  by  DoD  contracting  officers  will 
accomplish  the  diverse  mandates  of  FPI.  FPI  stated  that  profit 
levels  must  be  looked  at  on  an  aggregated  level  as  well  as  on  an 
individualized  basis  to  determine  whether  prices  are  reasonable. 
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Audit  response.  Profit  levels  are  not  set  by  DoD 
contracting  officers.  Profit  levels  on  specific  contracts  are  a 
result  of  negotiations  between  DoD  contracting  officers  and 
FPI.  The  contention  of  PPI  that  profits  on  products  can  be 
aggregated  is  not  in  keeping  with  the  FAR.  It  is  the 
responsibility  of  FPI  to  ensure  that  PPI  accomplishes.,  their 
mandates,  not  the  responsibility  of  a  DoD  contracting  officer. 
The  responsibility  of  a  DoD  contracting  officer  is  to  ensure  that 
each  and  every  contract  is  awarded  at  a  fair  and  reasonable  price 
and  that  DoD  is  not  overcharged.  A  contracting  officer  in  DoD 
should  not  knowingly  negotiate  a  contract  that  provides  a  loss  to 
PPI.  If  FPI  obtained  a  reasonable  profit  on  every  contract  and 
has  prudent  management  of  the  profits,  then  FPI  should  accomplish 
its  mandates. 

9.  FPI  comment .  FPI  commented  that  the  price  negotiation 
provision  of  PAR  subpart  15.8,  "Price  Negotiation,"  was  not 
contemplated  for  PPI  by  citing  the  provision  for  resolution  of 
disputes  covered  in  18  U.S.C.  section  4124(b).  The  FPI  further 
stated  that  FAR  8.605(b),  "Clearances,"  states  that  price  is  not 
ordinarily  grounds  for  refusing  to  purchase  from  FPI. 

Audit  response.  FAR  15.8,  "Price  Negotiation,"  prescribes 
the  cost  and  price  negotiation  policy  and  procedures  applicable 
to  initial  and  revised  pricing  of  negotiated  prime  contracts. 
The  DoD  contracts  awarded  to  FPI  and  reviewed  during  this  audit 
were  negotiated  prime  contracts  and  as  such  were  covered  by  the 
provisions  of  PAR  15.8.  While  18  U.S.C.  section  4124  sets  up  an 
exclusive  process  for  arbitration  of  disputes  about  PPI  prices, 
it  does  not  preclude  application  of  FAR  policy  and  procedures. 
The  PAR  must  in  fact  be  applied  in  harmony  with  provisions  for 
resolution  of  disputes  covered  in  18  U.S.C.  section  4124(b).  In 
addition,  we  have  not  suggested  that  contracting  officers  should 
ordinarily  refuse  to  purchase  from  FPI,  only  that  contracting 
officers  must  and  should  obtain  a  fair  and  reasonable  price. 
Contracting  officers  should  seek  to  resolve  pricing  issues  with 
FPI,  and  only  absent  such  resolution,  should  they  request 
arbitration.  It  is  unlikely  that  any  contracting  officer  will 
currently  request  resolution  of  a  pricing  dispute  because  the 
board  that  handles  pricing  disputes  for  FPI  sales  consists  of  the 
President  of  the  United  States,  the  Comptroller  General,  and  the 
Administrator  of  the  General  Services  Administration  or  their 
representatives . 

10.  FPI  comment .  PPI  commented  that  estimates  cannot 
realistically  be  expected  to  coincide  with  actual  expenses  —  at 
least  not  until  the  cost  accumulation  and  estimation  system  of 
FPI  is  refined,  and  there  is  complete  agreement  on  what  cost 
elements  are  acceptable  to  the  DoD.  The  FPI  further  stated  that 
public  policy  should  not  favor  reimbursement  of  private  companies 
for  losses  in  order  to  prevent  abuses  in  original  estimates,  but 
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suggests  that  this  should  not  apply  to  FPI  because  it  is  a 
Government  agency.  FPI  insists  that  the  DoDIG  improperly  treats 
FPI  as  a  private  sector  company. 

Audit  response.  We  agree  that  estimates  do  not  always 
exactly  coincide  with  actual  expenses;  however,  on  48  contracts; 
valued  at  $11.7  million,  the  difference  was  about  $1.8  million 
(15.4  percent)  in  overpricing.  Oh  five  contracts,  valued  at 
$786,133,  the  difference  was  $288,047  {36.6  percent)  in 
underpricing.  The  FPI  is  now  and  was  then  responsible  for  the 
accuracy  of  its  cost  accumulation  and  estimating  systems.  The 
FPI,  as  a  Government  agency,  is  not  excused  from  adhering  to  good 
business  practices,  including  having  a  good  cost  accounting 
system.  The  FPI  operates  on  a  nonappropriated  fund  basis.  The 
nonappropriated  fund  activities  in  DoD  and  the  Federally  Funded 
Research  and  Development  Centers  (PFRDC) ,  sponsored  by  the 
Government,  are  similar  to  FPI  in  many  aspects  and  those 
organizations  must  comply  with  the  FAR  in  their  contracting.  FPI 
was  treated  no  differently  than  any  nonappropriated  fund  activity 
or  FFRDC  audited  by  the  DoDIG. 

11.  FPI  comment.  FPI  commented  that  the  decisions  of  DoD 
procurement  officials  to  award  contracts  to  FPI  was  based  on 
achieving  optimal  overall  pricing  rather  than  on  an  analysis  of 
the  individual  cost  elements;  that  the  DoDIG  analysis  was  based 
on  an  after  the  fact  analysis  of  individual  cost  elements,  rather 
than  on  a  comparison  of  market  pricing.  FPI  cites  FAR  section 
15.901,  "General,''  as  stating  that  "...Negotiations  aimed  merely 
at  reducing  the  function  of  profit,  are  not  in  the  Government's 
interest..."  FPI  further  cites  Armed  Forces  Pricing  Manual  as 
stating  that  negotiations  in  fixed  price  contracting  should  avoid 
negotiating  each  element  of  cost  because  that  leads  to  higher 
pricing  than  do  negotiations  aimed  at  optimum  price.  The  FPI 
also  stated  that  the  analysis  of  contracts  in  terms  of  cost 
elements  by  the  DoDIG,  comparing  estimated  costs  with 
reconstructed  actual  costs,  was  inconsistent  with  the  original 
contract  negotiations. 

Audit  response.  The  assertion  of  FPI  that  DoD  contracting 
officers  attempted  to  achieve  optimal  pricing  is  correct.  DoD 
contracting  officers  negotiated  in  good  faith  with  FPI  officials 
to  achieve  a  fair  and  reasonable  price  on  contracts.  The 
contention  of  FPI  that  an  analysis  of  contracts  during  an  audit 
is  inconsistent  with  the  original  contract  negotiations  is 
factually  inaccurate.  If  the  pricing  policy  of  FPI  was 
consistent  with  18  U.S.C.  4124  and  cost  estimating  and  cost 
accumulation  procedures  and  practices  were  adequate  to  ensure  the 
development  of  fair  and  reasonable  prices,  an  audit  of  individual 
cost  elements  would  not  have  uncovered  the  overpricing  and 
underpricing.  DoD  should  not  have  to  rely  on  a  later  audit 
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of  the  records  of  FPI  to  establish  overpricing  and  the 
entitlement  to  refunds  on  specific  contracts.  We  believe  that 
overpricing  would  not  have  occurred  had  DoD  had  current, 
complete,  and  accurate  cost  or  pricing  data  from  FPI  at  the  time 
of  negotiations.  Later  access  to  FPI  records  showed  that  FPI 
provided  erroneous  information  to  contracting  officers  in  DoD, 
and  that  FPI  had  other,  more  accurate  information  available  prior 
to  negotiations  that  showed  the  information  provided  was 
erroneous . 

12.  FPI  comment  to  Recommendation  l.a.(l)  FPI  commented  that 
to  be  consistent  with  the  principle  of  informational  parity,  the 
DoDIG  should  also  recommend  that  DoD  procurement  officials  share 
their  relevant  cost  and  pricing  data  with  FPI  to  ensure  that  FPI 
is  producing  at  the  lowest  possible  price. 

Audit  response.  The  principle  of  informational  parity  was 
established  to  place  the  contracting  officers  on  an  equal  footing 
or  an  informational  parity  with  contractors.  It  is  self-evident 
that  during  negotiations,  contracting  officers  should  have 
knowledge  of  all  facts  affecting  the  pricing  of  the  contract  to 
ensure  that  reasonable  prices  are  negotiated. 

A  high  level  of  business  security  must  be  maintained  in  order  to 
preserve  the  integrity  of  the  acquisition  process.  Contracting 
officers  are  prohibited  under  FAR  5.4,  "Release  of  information," 
from  discussing  with  potential  contractors  information  obtained 
from  outside  the  Government  and  used  in  preparing  Government 
estimates.  In  addition,  FAR  15.803,  "General,"  prohibits  the 
disclosure  of  any  conclusions,  recommendations,  or  portions  of 
administrative  contracting  officer  or  auditor  reports  regarding 
the  proposal  of  the  contractor  because  it  may  significantly 
compromise  the  negotiating  position  of  the  Government. 

The  responsibility  for  ensuring  that  FPI  is  producing  and  selling 
its  goods  and  services  at  the  lowest  price  rests  solely  with 
FPI.  The  prenegotiation  position  of  a  DoD  contracting  officer 
should  not  be  the  only  means  by  which  FPI  ensures  that  it  is 
recovering  the  sum  of  reasonable  costs  to  manufacture  the  product 
plus  a  reasonable  profit. 

13.  FPI  comment  to  Recommendation  l.a.(2).  The  FPI  commented 
that  as  a  wholly  owned  Government  corporation  it  should  not  be 
required  to  provide  certified  cost  and  pricing  data. 

Audit  response.  An  October  4,  1991,  opinion  from  the  Office 
of  General  Counsel,  dod,  states  that  FPI  can  be  required  to 
provide  cost  or  pricing  data  when  requested  by  a  contracting 
officer.  In  addition,  FAR  15.804-3,  "Exemptions  From  or  Waiver 
of  Submission  of  Certified  Cost  or  Pricing  Data,"  states  that  the 
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contracting  officer  shall  require  submission  of  certified  cost  or 
pricing  data,  and  PAR  15.804-8,  "Contract  Clauses,"  requires  the 
inclusion  of  clause  52.215-22,  "Price  Reduction  for  Defective 
Cost  or  Pricing  Data,"  in  the  contract  unless  the  contracting 
officer  determines  that  prices  are  based  on  adequate  price 
competition,  established  catalog  or  market  prices  of  commercial 
items  sold  in  substantial  quantities  to  the  general  public,  or 
set  by  law  or  regulation. 

The  FPI  prices  for  the  contracts  reviewed  were  not  based  on 
adequate  price  competition,  and  FPI  does  not  have  established 
catalog  or  market  prices  of  commercial  items  sold  in  substantial 
quantities  to  the  general  public.  To  receive  an  exemption  based 
on  established  prices  set  by  law  or  regulation,  FPI  must  claim 
the  exemption  under  a  Standard  Form  1412  "Claim  for  Exemption  of 
Submission  of  Certified  Cost  or  Pricing  Data."  The  FAR  sets 
specific  criteria  for  exemptions  from  or  waiver  of  certified  cost 
or  pricing  data  and  must  be  adhered  to  by  DoD  contracting 
officers. 

Under  PAR  15. 804-3 (h),  even  when  an  exception  to  the  submission 
of  certified  cost  and  pricing  data  has  been  granted,  contracting 
officers  must  make  a  price  analysis  to  determine  the 
reasonableness  of  the  price  and  any  need  for  further  negotiation. 

14.  FPI  comment  on  Recommendation  l.a.(3).  FPI  commented  that 
guidance  to  contracting  officers  on  conducting  purchases  from  FPI 
should  not  include  requirements  for  contracting  officers  to 
request  field  pricing  support  in  accordance  with  PAR  15.805-5, 
"Field  Pricing  Support."  FPI  contends  that  an  audit  by  DCAA  may 
be  beyond  the  scope  of  intergovernmental  operations  in  that  these 
audits  may  be  in  the  GAO  or  IG  areas  of  expertise  since  they 
cross  Executive  Branch  agencies. 

Audit  response.  PAR  15.805-5,  "Field  Pricing  Support," 
states  that  when  cost  or  pricing  data  are  required,  contracting 
officers  shall  request  a  field  pricing  report  before  negotiating 
any  contract  or  modification  resulting  from  a  proposal  in  excess 
of  $500,000,  except  in  limited  circumstances.  The  DCAA  was 
established  for  the  express  purpose  of  performing  contract 
auditing  for  DoD  and  as  such  has  the  most  capacity  and  expertise 
to  furnish  timely,  fully  adequate  field  pricing  support  to  DoD 
contracting  personnel.  We  recognize,  of  course,  that  other 
Government  audit  organizations  are  also  qualified  to  perform 
contract  audit  functions.  Determining  whether  the  DCAA  has  legal 
authority  to  perform  audits  at  FPI,  as  we  recommend  in  this 
report,  would  be  a  logical  first  step  in  determining  how  best  to 
meet  the  requirement  for  audit  support. 
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15.  FPI  comment  on  Recommendation  l.b..  FPI  commented  that  they 
conduct  training  with  General  Services  Administration  procurement 
officials  outlining  the  differences  in  procurement  from  FPI 
versus  the  private  sector  and  offers  the  assistance  of  FPI  with 
DoD  training. 

Audit  response.  The  Director  of  Defense  Procurement  should 
determine  the  extent  of  participation  of  FPI  in  a  DoD  training 
program  related  to  FPI. 

16.  FPI  comment  on  Recommendation  2.  FPI  concurred  that  it  has 
started  to  coordinate  with  the  Director  of  Defense  Procurement  on 
the  reasonableness  of  profits  for  individual  contracts. 

17.  FPI  comment  on  Recommendation  3.  FPI  commented  that  DCAA 
should  consult  with  the  DoDIG,  the  Department  of  Justice  IG,  and 
perhaps  the  GAO  before  initiating  additional  audits  of  FPI. 

Audit  response.  We  agree  that  consultation  and  coordination 
between  the  agencies  named  above  would  be  essential. 

18.  FPI  comment  on  Recommendations  4,  5y  6,  and  7.  FPI 
commented  that  it  does  not  dispute  findings  of  cost  istimating 
inaccuracies.  FPI  suggests  that  the  audit  report  did  not  show 
instances  of  FPI  prices  exceeding  current  market  price,  or 
defective  pricing.  The  FPI  did  not  agree  that  overpricing  has 
occurred. 

Audit  response.  The  audit  did  not  attempt  to  perform  a 
market  survey  to  determine  if  the  prices  from  FPI  exceeded 
current  market  prices.  Also,  because  the  FPI  did  not  certify  the 
accuracy,  completeness,  and  currency  of  its  pricing  data, 
defective  pricing  did  not  occur,  in  the  technical  sense. 
Therefore,  the  only  recourse  for  DoD  in  the  instances  of 
overpricing  disclosed  by  our  audit  is  to  request  a  voluntary 
refund. 

19.  FPI  comments  on  corrective  actions  in  process  to  the 
Management  Letter  issued  to  FPI  by  the  Office  of  Inspector 
General,  DoD.  FPI  commented  that  it  was  examining  its  cost 
estimating  system  along  with  methods  of  allocating  general  and 
administrative  costs.  In  addition,  problems  at  one  FPI  factory 
will  be  examined  and  used  as  the  basis  for  determining  the 
effectiveness  of  current  cost  management  policies  and  the 
development  of  future  management  training.  FPI  is  also 
undertaking  a  review  of  the  Armed  Services  Pricing  Manual  to 
ensure  that  FPI  policy  and  the  guidelines  of  this  manual  are 
consistent.  In  addition,  FPI  is  in  the  process  of  changing  its 
information  system  to  make  the  information  more  relevant. 
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APPENDIX  I:  DETAILED  AUDIT  RESPONSES  TO  FEDERAL  PRISON 
INDUSTRIES  COMMENTS  (Cont'd) 


20.  FPI  comment  on  Appendix  A.  PPI  conunented  that  "three 
columns  entitled  "Additional  Profit”  are  displayed  and  are 
explained  below  the  table  as  being  that  profit  above  the  profit 
rate  agreed  to  at  the  time  of  negotiations,  as  if  profit  was  the 
prime  point  of  negotiations.  Particularly  for  fixed-price 
contracting,  price,  not  profit,  is  the  prime  negotiating  point." 

Audit  response.  DoD  contracting  officers  have  a  duty  to 
procure  supplies  and  services  from  a  responsible  source  at  a  fair 
and  reasonable  price.  If  the  FPI  prices  exceed  the  sum  of 
reasonable  costs  to  do  the  work  plus  a  reasonable  profit,  then 
the  price  established  would  not  be  considered  fair  and 
reasonable. 

21.  FPI  comment  on  Appendix  C.  PPI  commented  that  the  tables  do 
not  support  the  finding.  If  a  current  market  price  is  shown  in 
the  "Market/No  Market”  column,  it  appears  the  FPI  price  was  under 
the  market  price  in  nearly  all  cases. 

Audit  response.  As  the  chart  clearly  shows,  only  3  of  the 
54  contracts  reviewed  had  non-PPI  purchases  within  1  year  of 
award.  The  remaining  51  contracts  had  no  non-PPI  purchases  for  a 
period  ranging  from  more  than  1  year  to  17  years;  thus,  no  market 
price  could  be  determined.  Of  the  three  contracts  having  a 
market  price,  DoD  actually  lost  approximately  $14,000  by 
procuring  the  item  from  the  FPI. 

22.  FPI  comment  on  Appendix  D.  PPI  commented  that  the  "Markup” 
(Percent)  column  exaggerates  the  estimated  markup.  Appendix  D 
would  have  a  price  of  $120  on  a  cost  of  $100  as  a  120-percent 
markup,  when  in  actuality  it  is  a  20-percent  markup.  In  fact,  a 
120-percent  markup  on  a  cost  of  $100  would  generally  mean  a  price 
of  $220.  Markup  is  traditionally  defined  as  "an  amount  added  to 
the  cost  price  to  determine  the  selling  price.”  The  DoDIG  report 
has  markup  defined  in  contradictory  terms,  first  as  the 
difference  between  the  cost  and  selling  price,  then  as  the 
selling  price  divided  by  the  cost  price.  It  clearly  is  the 
difference  divided  by  the  cost;  not  the  selling  price  divided  by 
the  cost,  because  that  adds  100  percent  to  the  difference. 

Audit  response.  The  footnote  in  Appendix  D  has  been 
clarified  to  clearly  explain  markup. 
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PART  IV  -  MANAGEMENT  COMMENTS 


Assistant  Secretary  of  the  Army  (Research,  Development,  and 
Acquisitions) 

Federal  Prison  Industries,  Inc. 
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This  page  was  left  out  of  original  document 


MANAGEMENT  COMMENTS  FROM  THE  DEPARTMENT  OF 
THE  ARMY 


DEPARTMENT  OF  THE  ARMY 
OFFICE  OF  THE  ASSISTANT  SECRETARY 
U.S  ARMY  CONTRACTING  SUPPORT  AGENCY 
WASHINGTON.  OC  20310*0103 


RCFLY  TO 
ATTfHTION  or 


SrRD-KP 


t  4  SEP  1991 


ATTN! 


MEMORANDOH  FOR  INSPECTOR  GENERAL,  DEPARTMENT  OF  DEFENSE 
AUDITING,  400  ARMY  NAVY  DRIVE,  ARLINGTON 
VIRGINIA  22202-2884 

SUBJECT!  Draft  Audit  Report  on  DOD  procurenente  from  Federal 
Prison  Industries  (Project  Mo,  OCK'-8010) 

Reference  1«  made  to  your  August  5,  1991,  memorandum  on  the 
•subject  report  which  requests  comments  on  the  draft  findings  and 
recomnendetions  s 

we  concur  with  the  one  "RECOMMENDATION  FOR  CORRECTIVE 
ACTION"  addressed  to  the  Army.  In  the  enclosed  memorandum,  the 
Commander,  Tank-Automotive  Command  agrees  to  request  a 
refund  of  $81,349  from  Federal  Prison  Industries.  In  addition, 
the  contracting  activity  will  use  the  Defense  Contract  Audit 
Aqency  resources,  that  become  available  as  a  result  of 
recommendation  3,_to  review  other  contracts  with  Federal  Prison 
Industries  for  potential  overpricing. 

^ j’.  Bruce  King  ^ 

Acting  Director 


Enclosure 


SMG-PA 

SARD-DER 
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MANAGEMENT  COMMENTS  FROM  THE  DEPARTMENT  OF  THE  ARMY 
(continued) 


department  op  the  army 

HEAOOUWITOtt,  ll  ».  AIWY  liATWO.  COMMAND 
MDt  B9£NH0WEIt  IVBHX,  AUXAMDfttA,  MA 


AMCX&-A  (36-2b) 


20  S«E  91 


KEM0RX5DDM  TMt.  H<IDA(SA1G»?A>  DASH  DC  20310*1700 

SOBJHCTt  DODIG  Dr Aft  Xeport,  DOO  PcocurAMat  from  F«d«rAl  Prlton  InduAtrlAA, 
Project  OCH-8010  (AMC  No.  D9051) 

1.  ReferencOt  aenorandum,  $AIG*PA,  6  Aur  91.  SAB. 

2.  Wo  are  provtdtnH  the  poeltlon  on  anbjeet  report  lAW  AB  30-2.  We  concur 
with  the  ACtiona  token  or  propoeed  bp  TACOM. 

3.  Point  of  contAct  for  tkle  action  la  Hr.  Robert  Xuraeti  703/274-9023. 


FOR  XEZ  COKKAHDER: 


UOHARO  B.  KACOXRX 
Chief,  XoteroAl  RtTlev  and 
Audit  Conpllancc  Office 
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MANAGEMENT  COMMENTS  FROM  THE  DEEPARTMENT  OF  THE  ARMY 
(continued)  _ 


OEFARimyiENT  OF  THE  ARMY 

tMCS  SUlAtES  AMtft  UMUMITOMOTiVI  CCMUAM 
MMWeil  MOtCAM 


ttSTA-CJA  (56-26) 


If  ffp  fX 


«««««" 

803JSCU  DO&IO  Pr«n  Ugor^,  BK»  2roour«»tBV  fro.  r.J-r-1  trUou  Id4u*trl*., 
?ro4*ofe  Oca-8010  (D*C  Ho.  W05^) 

i.  MfirfMt  uetonaivM,  JK, <*tfd  ia  Au«uit  1991.  MB. 

«  <rv.4.  IB  tO  »OU  Of  OUT  OOnOUfrtnO#  WltO  tll«  fXnOiBS  «Ml 

directed  to  tXJWCH.  OUT  rfply  Mtflto  to«  torrwMvf  «o«oa 
taton  (Saolofur*). 

3.  Kr.  Joaald  J.  OrtoaBayar,  £HS>  T86-5658,.  it  tof  WCOH  potot  pf  ooatoot  ter 
thto  report. 


-C.P. 


Zael 


ts) 

Kajor  Oeneral,  OBI 
Cocmndlsc 
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MANAGEMENT  COMMENTS  FROM  THE  DEPARTMENT  OF  THE  ARMY 
(continued)  _ 


OQMHAXD  lEPLT 

COD  ItupMtM*  0«o«ral  Draft  ftaport 
iodit  of  COS  Proeureiwnt*  Iron  fotfarol  Prlaca  Zadurstrlao  , 
9.8.  iniy  Ttnk>iutoaotlTO  Cooaan<l 


rLOlIQi 

Frieas  for  13  Xttlos*!  8took  VtaCort  (tlootroalo  tad  olootrioal  eaClM) 
that  ver«  purehasod  frea  9XZ00B  oxoopdtd  deitt  tad  a««otlat*d  profit  t  «Bd 
DKZOOa  did  not  snhalt  adourato,  doaplata*  and  eorraat  oest  or  prioins  data  to 
CovtnuHBt  oesotlatora.  Ibis  ooourrod  booaUM  tho  CXZOOX  prtolAf  polloy  vaa 
lAOoaaUteat  with  fltlo  1$  aootloB  tIPtt  tho  OXZCOI  oatlaatlaf  proooduroa  aad 
praotloM  wort  act  adaou*to  to  oasuro  tho  devolopBont  of  fair  and  reaaonahlo 
prtoaa;  and  the  tlQCOB  prloln^  poUof  and  Job  oostlas  prooodoraa  and  praotloea 
vara  net  foUoead.  la  addition,  oootraotlna  off  loam  did  not  raoulra  SKXCOt 
to  aubnit  ooat  or  prloini  data  aa  raqtilrad  bf  FAR  aubpart  18.A*  *Frioa 
VacotlatloB.*  aad  did  not  adadoatalf  protaot  COD'#  lataraata  id^a  detomlalag 
uhatbar  prloaa  quoted  tgr  SKtOOX  vara  fair  aad  raanonabla.  is  a  rasulti  18  (8$ 
peroeot}  of  the  54  oontraota  rarlavad  vara  OTorprload  bjr  ^proxlnitaljr  |1.8 
BllUen. 

ycoocarotTioii  4,f 

V»  pMovMDd  that  the  Coaaondar.  Tank-lutottfitlra  Coaaaad,  raooaat  a 
Toluntarr  rafand  of  881.349  for  oontraota  liatad  in  ippandlx  A.  pa8a  29*  and 
rarlav  other  oontraota  vitb  OMlCOfi  for  potential  orarprlelnd. 

A<?TM>J 

Conenr.  i  latter  dated  Pd  Auguat  1091  «aa  fast  tO  VXIG02  rewatlaa  a 
Toltmtarf  refund  totaling  88l.348.6d  for  the  four  oontraota  Hated  In  Appandln 
A.  Coooamlns  the  other  oontraota.  ve  vUl  nonltor  tba  notion  taken  raletiva 
to  Aeeeenendatlea  3.  3f  It  U  detemlaed  that  the  Defenaa  Cootraot  Audit 
Aganoy  baa  authority  to  audit  1WIC0S  oontraota.  va  vHl  ra^uaat  auoh  audits  on 
an  *u  needed*  baala. 
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MANAGEMENT  COMMENTS  FROM  FEDERAL  PRISON 
INDUSTRIES,  INC. 


U.S.  Department  of  Justice 
Federal  Bureau  of  Prisons 


Washington,  DC  20534 

October  4,  1991 


Office  of  the  Director 

Robert  J.  Lieberman 
Assistant  Inspector  General  for  Auditing 
Department  of  Defense 
Room_808 

400  Array  Navy  Drive 
Arlington,  Virginia  22202-2884 

SUBJECT:  Comments  to  Draft  DoD  IG  Audit  Report  pn  DqH 

Procurements  from  Federal  Prison  Industries  (Project  NOi  QCH-8010) 

Dear  Mr,  lieberman: 

Enclosed  herewith  are  Federal  Prison  Industries*,  Incorporated  (FPI/UNICOR) 
comments  on  the  draft  DoD  IG  report  on  DoD  procurements  of  electronic  assemblies 
from  FPL  FPI  understands  the  draft  report  and  its  recommendations  are  not  formally 
addressed  to  FPL  Nonetheless,  we  very  much  appreciate  this  opportunity  to  provide  you 
with  oxu*  comments  because  the  report  will  affect  in  a  direct  and  substantial  way  the 
operations  of  this  agency  and  its  future  relations  not  just  with  DoD,  but  mth  all  its  Federal 
Government  customers.  For  this  reason,  we  ask  that  our  response  in  its  entirety  be  an 
attachment  to  or  made  a  part  of  the  final  report. 

In  addition,  for  reasons  spelled  out  in  detail  in  our  response,  FPI  makes  the 
following  requests:  first,  that  the  report  acknowledge  that  profit  levels  for  electronic  cable 
assemblies  were  reasonable  in  the  sense  that  these  products  were  priced  at  or  below  current 
market  price  resulting  in  a  saving  to  DoD  of  over  $1.9  million  compared  to  what  the 
products  would  have  cost  if  they  had  been  purchased  on  the  open  market;  second,  that 
profits  on  cable  assemblies  in  the  aggregate  over  the  audit  period  did  not  exceed  6,5 
percent;  third,  that  problems  relating  to  cost  estimation  and  accumulation  are  currently 
being  addressed  pursuant  to  procedures  developed  jointly  by  FPI  and  the  DoD  IG;  and 
fourth,  that  recommendations  concerning  requests  for  voluntaiy  refunds  be  postponed 
pending  submission  of  questions  relating  to  FPI  pricing  policy  for  independent  legal  review, 
which  we  anticipate  will  be  by  the  Office  of  Legal  Counsel  in  the  U.S.  Department  of 
Justice. 


Sincerely, 


Michael  Quinlan 
'irhief  Executive  Officer, 

Federal  Prison  Industries,  Inc. 
Director,  Federal  Bureau  of  Prisons 
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MANAGEMENT  COMMENTS  FROM  FEDERAL  PRISON  INDUSTRIES,  INC 

(continued)  _ 


RESPONSE  BY 

FEDERAL  PRISON  INDUSTRIES,  INC. 

TO  DRAFT  REPORT 
ON  DOD  PROCUREMENTS  FROM 
FEDERAL  PRISON  INDUSTRIES 
(PROJECT  NO.  OCH-8010) 
DATED  AUGUST  5,  1991 


MANAGEMENT  COMMENTS  FROM  FEDERAL  PRISON  INDUSTRIES,  INC. 

(continued)  _ _ _ 


INTRODUCnON  TO  FPI  RESPONSE 

I  DOD  IG  FINDINGS  AND  FPI  RESPONSE: 

DOD  IG  Finding  Concerning  FPI  Cost  Estimation 

and  Accumulation.  1 

DOD  IG  Finding  Concerning  FPI  Pricing.  2 

n.  DOD  IG  RECOMMENDATIONS  AND  FPI  RESPONSE  6 

m.  FPI  CORRECTIVE  ACTIONS  9 

IV.  FPI  COMMENTS  ON  DOD  IG’s  APPENDICES  TO  DRAFT  REPOHRT  11 

V.  FPI  RESPONSE  CONCLUSION  12 

ATTACHMENTS  TO  FPI  RESPONSE: 

Attachment  1.  FPI  Letter  to  DoD  IG  Project  Manager 
Attachment  2.  FPI  Supporting  Tables 
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MANAGEMENT  COMMENTS  FROM  FEDERAL  PRISON  INDUSTRIES,  INC. 

(continued)  _ 


INTRODUCnON 


Federal  Prison  Industries,  Inc.  (trade  name,  UNICOR),  hereafter  referred  to  as  FPI, 
has  completed  its  review  of  the  "Draft  Report  on  DoD  Procurements  from  Federal  Prison 
Industries,"  prepared  by  the  Office  of  the  Inspector  General,  Department  of  Defense, 
hereafter  referred  to  as  DoD  IG,  dated  August  5,  1991. 

The  principal  findings  contained  in  the  Draft  Report  are:  that  FPI  has  significant 
problems  with  its  cost  estimation  and  accumulation  system;  and  that  48  of  54  electronic 
cable  assembly  contracts  reviewed  during  the  audit  were  overpriced  by  a  total  of  $1.8 
million. 

FPI  generally  concurs  with  the  problems  identified  by  the  DoD  IG  concerning  cost 
estimation  and  accumulation,  and  steps  are  now  being  taken  with  the  assistance  of  the  DoD 
that  will  remedy  these  problems.  However,  FPI  completely  disagrees  with  the  findings 
related  to  overpricing.  In  real  economic  terms,  FPI  has  saved  DoD  more  than  $1.9  million 
on  these  products,  compared  to  what  they  would  have  cost  if  DoD  had  purchased  them  on 
the  open  market. 

While  cost  estimation  and  accumulation  procedures  are  relevant  to  the  determination 
of  price,  for  reasons  explained  in  this  response,  costing  does  not  necessarily  determine  price. 
Therefore,  we  analyze  and  discuss  the  two  items  separately  in  this  response. 


64 


MANAGEMENT  COMMENTS  FROM  FEDERAL  PRISON  INDUSTRIES,  INC. 

(continued) 


I.  DOD  IG  FINDINGS  AND  FPI  RESPONSE 


The  DoD  IG  stated  that  FPI  did  not  submit  accurate,  complete,  and  current  cost  or 
pricing  data  to  Government  negotiators,  because  FPI  job  costing  poUcies  and  procedures 
were  not  followed.  Moreover,  the  Dob  IG  cited  instances  where  FPI  has  failed  to  share 
cost  or  pricing  data.  Further,  while  the  DoD  IG  found  no  instances  of  defective  pricing  in 
the  subject  procurements,  the  DoD  IG  draft  report  recommends  that  FPI  be  required  to 
provide  certified  cost  and  pricing  statements  similar  to  those  required  of  private  sector 
contractors. 


FPI  acknowledges  the  errors  made  in  cost  estimation  and  accumulation  and  is 
working  jointly  with  DoD  in  the  development  of  procedures  for  costing  so  as  to  ensure 
accuracy  and  consistency.  Moreover,  FPI  has  agreed  to  a  full  sharing  of  cost  and  pricing 
data  with  DoD,  In  a  letter  dated  April  24, 1991  from  the  Plans  and  Policy  Division  of  FPI 
to  the  Project  Manager,  DOD  IG  (Attachment  1),  FPI  agreed  that  estimated  unit  cost 
statements  will  be  made  available  to  the  DoD,  or  to  any  other  customer  agency,  when  there 
is  a  question  raised  concerning  prices.  FPI  will  provide  all  cost  and  pricing  data  to  DOD 
whenever  any  such  items  are  in  dispute. 

However,  FPI  believes  that  as  a  Government  agency,  it  should  not  be  required  to 
provide  certiGed  cost  and  pricing  statements,  especially  in  view  of  the  fact  that  FPI  concurs 
with  the  DoD  IG  that  there  should  be  full  formation  parity  in  contract  negotiations,  i.e., 
that  sharing  of  FPI  and  DoD  cost  analysis  data  will  occur. 
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MANAGEMENT  COMMENTS  FROM  FEDERAL  PRISON  INDUSTRIES,  INC. 


(continued) 


POD  FINDING  CONCERNING  FPI  PRICING: 

The  DoD  IG  stated  that  prices  for  13  National  Stock  Numbers  (electronic  and 
electrical  cables)  that  were  purchased  from  FPI  exceeded  costs  and  negotiated  profit, 
because  FPI  pricing  policy  was  inconsistent  with  Title  18  U.S.C.,  Section  4124.  As  a  result, 
the  DoD  IG  stated  that  48  (89  percent)  of  the  54  contracts  reviewed  were  overpriced  by 
approximately  $1.8  million. 

FPI  RESPONSE: 

FPFs  electronic  and  electrical  cable  products  (cable  assemblies)  were  not  overpriced 
in  real  economic  terms,  because  they  are  at  or  below  the  current  market  price  for 
comparable  products  and  because  earnings  on  these  products  in  the  aggregate  have  not 
exceeded  6.5  percent  in  the  period  covered  by  this  audit.  They  are  not  overpriced  in  the 
legal  sense,  because  FPPs  statutes  only  require  that  they  be  at  or  below  current  market 
price.  Moreover,  FPFs  prices  are  reasonable  in  the  light  of  the  Corporation's  statutory 
mandates. 

A.  FPFs  prices  are  aLQL_below  the  current  market  price  for  .comparable-ltsms. 

The  products  that  are  the  subject  of  this  audit  are  not  overpriced  because  they  are 
priced  at  or  below  current  market  price,  and  because  the  aggregated  profit  for  the  products 
in  question  was  reasonable  in  light  of  FPFs  statutory  mandates. 

The  audit  covered  thirteen  products  (or  National  Stock  Numbers).  For  eight  of 
these,  there  exist  comparable  products  -  that  is,  identical  or  very  similar  products  whose 
price  can  be  compared  to  FPFs  price.  FPI  was  below  the  market  price  on  these  products. 
In  fact,  FPI  saved  DoD  over  $1.9  million  on  these  products,  compared  to  what  DoD  would 
have  spent  had  the  products  been  procured  on  the  open  market.  (Attachment  2) 

Of  the  remaining  5  products  for  which  there  were  no  comparables,  FPFs  prices  were 
also  reasonable.  This  is  determined  by  the  fact  that  profits  on  these  products  were  less  than 
profits  on  the  eight  products  for  which  comparables  exist. 

B.  FPFs  prices  are  determined  in  accordance  with  FPFs  authorizing  legislation. 

FPFs  authorizing  legislation  (its  "charter”),  controls  all  aspects  of  the  Corporation's 
operations,  including  the  establishment  of  prices,  FPI  is  administered  by  a  Board  of  six 
Directors,  appointed  by  the  President,  and  by  Corporate  Management,  including  a  Chief 
Executive  Officer  (who  is  also  the  Director  of  the  Federal  Bureau  of  Prisons)  and  a  Chief 
Operating  Officer  (18  U.S.C.  4121,  4122). 

The  establishment  of  prices  and  profit  levels  (i.e.,  earnings)  is  central  to  the  running 
of  the  Corporation.  The  Corporation  is  operated  through  the  use  of  its  earnings,  not  from 
the  use  of  appropriated  funds.  Establishment  of  prices  is  the  principal  mechanism  by  which 
the  Board  and  Corporate  Management  assure  that  the  Corporation's  statutory  mandates  can 
be  met.  The  only  limitation  placed  on  FPFs  discretion  to  set  prices  is  that:  1)  the  price 
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MANAGEMENT  COMMENTS  FROM  FEDERAL  PRISON  INDUSTRIES,  INC. 
(continued)  _ _ 


must  be  at  or  below  the  current  market  price;  and  2)  profits  (i.e.,  earnings)  are  to  be 
sufficient  so  that  the  Corporation  is  run  on  an  economic  basis  in  achieving  its  statutory 
responsibilities  (18  U.S.C  4124,  4126). 

C.  FPFs  prices  for  cable  assemblies  in  the  aggregate  are  reasonable. 

The  products  that  were  the  subject  of  this  audit  are  priced  at  or  below  market  price, 
and  in  the  aggregate  the  profit  for  cable  assemblies  sold  to  the  DoD  over  the  same  period 
covered  in  the  audit  did  not  exceed  6.5  percent.  This  is  a  reasonable  return  on  sales. 
Earnings  are  used  for  the  following  purposes:  1)  providing  employment  for  the  "greatest 
number  of  those  inmates  in  United  States  penal  and  correctional  institutions  who  are 
eligible  to  work  as  is  reasonable  possible";  2)  diversifying,  so  that  no  single  private  industry 
is  forced  to  bear  an  undue  burden  of  competition;  3)  functioning  on  an  economic  basis, 
since  the  Corporation  receives  no  appropriated  fun^;  and  finally,  4)  providing  for  the 
future  needs  of  the  Federal  Bureau  of  Prisons  by  expanding  operations  so  as  to  employ  the 
thousands  of  additional  inmates  who  will  be  coming  into  the  system.  The  Bureau's  inmate 
population  is  expected  to  increase  by  half  in  just  the  next  few  years. 

The  audit  sample  which  the  DoD  IG  maintains  was  randomly  selected,  reflects  net 
earnings  of  24  percent  This  far  exceeds  the  6.5  percent  earned  on  cable  assemblies  as  a 
whole.  The  discrepancy  indicates  to  FPI  that  the  sample  was  not  randomly  selected. 

D.  The  DoD  IG's  definition  of  current  market  price  is  .too -narrow,  and 

DqP's  regulations. 

The  DoD  IG  considers  FPFs  analysis,  which  looks  to  comparable  pricing  and 
aggregate  profits,  as  irrelevant  to  the  audit  findings.  It  acknowledges  the  existence  of 
comparables  for  only  duee  of  the  13  products  and  denies  that  comparables  exist  for  the 
remaining  products.  The  DoD  IG's  reasoning  is  based  on  the  dictionary  definition  of 
"current"  (Report  Draft,  p.lO),  which  is  "belonging  to  the  present  time  or  now  in  progress." 
Based  on  this  usage,  the  DoD  IG  found  a  current  market  price  existed  for  only  three  of  the 
13  products  purchased.  In  further  elaboration  of  the  dictionary  definition,  the  DoD  has 
indicated  oraUy  to  FPI  at  a  recent  briefing  that  they  will  not  consider  any  price  for  a 
comparable  item  purchased  more  than  one  year  prior  to  the  procurement  as  a  current 
market  price. 

The  dictionary  definition  of  "current"  is  not  useful  in  determining  whether  there  exist 
current  market  prices  for  comparables.  In  fact,  the  DoD  IG  ignores  controlling  regulations, 
which  explicitly  provide  that  comparable  pricing  can  readily  be  determined  by  adjusting  for 
inflation  and  fluctuation  in  materials.  DoD's  Defense  Logistics  Agency’s  (DLA)  Acquisition 
Regulation  4105.1,  Section  8.604-90(a)(3)  states,  "When  a  contract  action  involves  allotment 
to  FPI  of  the  entire  quantity  of  the  required  item  and  current  market  quotations  are  not 
available,  prior  contract  prices  (adjusted  to  reflect  changes  in  market  prices  of  components 
since  the  last  contract  and  differences  in  any  other  cost  factors,  e.g.,  labor,  operating 
supplies,  employee -fringe  benefits)  shall  be  used  as  the  basis  for  determining  the  current 
market  price."  The  DLA  regulation  docs  not  limit  current  prices  to  those  incurred  within 
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the  same  year;  in  fact,  it  suggests  that  prices  can  easily  be  adjusted  by  taking  known 
variables  into  account. 

E.  DLA  Regulations  provide  FPI  quotation  should  be  accepted. 

The  DoD  IG  faults  the  contracting  ofhcer  (Draft  Report,  p.lO)  for  "interpreting  the 
language  in  Title  18,  Section  4124  to  mean  that,  if  the  FPI  price  is  within  a  current  market 
price  range,  the  price  should  be  accepted  regardless  of  actual  cost  incurred  by  FPI  to 
produce  the  item."  However,  DLA  regulations  (4105.1  Section  8604-90)  at  paragraph  (a)(4) 
conclude  "A  quotation  from  FPI  at  or  less  than  the  determined  current  market  price  shall 
be  accepted."  (Emphasis  added.)  This  is  precisely  what  the  DoD  IG  has  faulted  the 
contracting  officer  for  doing. 

F.  Until  costing  procedures  have  been  revised,  an  aggregate,  approach  to  pricing  is 
needed 

The  draft  report  also  states  that  in  accordance  with  the  Federal  Acquisition 
Regulation  (FAR),  the  contracting  officers  must  price  each  contract  separately  and 
independently  and  not  consider  a  contractor’s  losses  or  profits  realized  or  anticipated  under 
other  contracts.  There  is  no  reason  to  believe  that  profit  levels  set  by  contracting  officers 
in  individual  contracts  will  accomplish  the  diverse  mandates  of  FPI,  as  set  out  above. 
Because  the  Corporation  must  diversify  and  employ  as  many  inmates  as  reasonably  possible, 
it  must  produce  a  wide  range  of  products.  Some  will  be  economically  viable;  others  may 
be  less  viable,  or  may  even  lose  money  in  the  short  run  or  due  to  unforeseen  circumstances. 
Therefore,  profit  levels  must  be  looked  at  on  an  aggregated  level  as  well  as  on  an 
individualized  basis  to  determine  whether  prices  are  reasonable. 

G.  FPrs  statute  contains  its  own  provision  for  resQlutiQn.jOfjlimui£s.  in  prices. 

As  further  indication  that  the  price  negotiation  provisions  of  FAR  subpart  15.8, 
"Price  Negotiation,"  were  written  with  private  sector  suppliers  in  mind,  and  that  these 
provisions  never  contemplated  the  very  diifferent  case  of  FPI,  there  is  a  completely  separate 
I  process  for  disputing  prices  that  applies  to  FPI  and  has  been  in  existence  since  1934.  This 

process  is  established  at  18  U.S.C  4124  (b).  While  it  has  not  been  used,  this  does  not 
mean  that  the  provision  in  the  FAR  is  appropriate  to  displace  it.  In  fact,  the  FAR  handles 
pricing  issues  for  FPI  differently  than  it  does  for  private  sector  contractors,  by  explicitly 
stating,  at  8.605  (b),  that  price  is  not  ordinarily  grounds  for  refusing  to  purdiase  from  FPI. 

H.  Refusal  to  consider  FPI’s  unanticipated  losses  for  reimbursement  improperly  treats 
FPI  as  a  private  company. 

Estimates  cannot  realistically  be  expected  to  exactly  coincide  with  actual  expenses 
-  at  least  not  until  the  cost  accumulation  and  estimation  system  is  refined  and  there  is 
complete  agreement  on  what  cost  elements  are  acceptable  to  the  DoD.  While  public  policy 
j  should  perhaps  disfavor  reimbursement  of  private  companies  for  losses  in  order  to  prevent 

I  abuses  in  original  estimates,  this  does  not  apply  to  FPI  as  a  Government  agency.  Failure 
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to  consider  unanticipated  losses  is  still  another  way  that  the  DoD  IG  improperly  treats  FPI 
as  a  private  sector  company. 


The  contracts  at  issue  are  fixed-price  contracts  and  so  the  emphasis  is  on  price 
compared  to  market  price  rather  than  individual  cost  items.  Ihe  decisions  of  DoD 
prorarement  officials  to  award  contracts  to  FPI  was  based  on  achieving  optimal  overall 
pricing  rather  than  on  an  analysis  of  the  individual  cost  elements;  yet  the  DoD  IG  analysis 
is  clearly  based  on  an  after  the  fact  analysis  of  individual  cost  elements  rather  than  on  a 
comparison  of  market  pricing. 

The  FAR  guidance  oirfixed  price  contracting  is  that  price,  not  profit,  is  the  crux  of 
contract  negotiation  and  furthermore,  that  profits  should  be  encouraged  as  a  means  of 
encouraging  marketplace  economic  efficiencies  for  the  Government.  The  FAR,  in  Section 
15.901,  states  that  '*both  the  Government  and  contractors  should  be  concerned  with  profit 
as  a  motivator  of  efficient  and  effective  contract  performance.  Negotiations  aimed  merely 
at  reducing  the  function  of  profit,  are  not  in  the  Government’s  interest..."  Additionally,  the 
Armed  Forces  Pricing  Manual  clearly  suggests  that  negotiations  in  fixed  price  contracting 
should  avoid  negotiating  each  element  of  cost  because  that  leads  to  higher  pricing  than  do 
negotiations  aimed  at  optimum  price. 

DoD-FPI  fixed  price  contracts  were  negotiated  on  the  basis  of  achieving  overall  price 
savings  to  DoD,  not  on  the  basis  of  analyzing  individual  elements  of  contract  cost.  The 
Armed  Forces  Pricmg  Manual  recommends  the  former  approach,  because  negotiating  cost 
elements  leads  to  hi^er  prices. 

iMter  the  fact,  the  DoD  IG  analyzed  the  contracts  in  terms  of  cost  elements, 
comparing  estimated  costs  with  eventu^  reconstructed  actual  costs  ~  an  approach 
inconsistent  with  the  original  contract  negotiations.  These  basic  principles  apply  in  DoD- 
FPI  fixed  price  contracts.  Nonetheless  it  is  important  to  reiterate  that  FPI  will  negotiate 
at  any  time  there  is  a  dispute  that  arguably  would  affect  price. 
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n.  DOD  IG  RECOMMENDATIONS  AND  FPI  RESPONSE 


POP  IG  RECOMMENDAinON  1.  We  recommend  that  the  Director  of  Defense 
Procurement,  Assistant  Secretaries  of  the  Army  (Research,  Development,  and  Acquisition)  and 
the  Navy  (Research,  Development,  and  Acquisition);  and  the  Director,  Defense  Lotties 
Agency: 

a.  Provide  guidance  to  contracting  officers  on  conducting  purchases  from  FPL  The  guidance 
should  incite  requirements  for  contracting  officers  to: 

(i)  Request  and  obtain  from  FPI  accurate,  complete,  and  current  cost  or  pricing 
data  sufficient  to  determine  fair  and  reasonable  prices  and  to  negotiate 
procurements  directed  to  FPL 

(ii)  Request  and  obtain  from  FPL  certified  cost  and  pricing  data  in  accordance 
with  Federal  Acquisition  Regulation  15.804  "Cost  or  pricing  data,”  and  to  include 
the  appropriate  defective  pricing  clauses  or  formally  request  waivers  from  the 
requirement. 

(Hi)  Request  field  pricing  support  in  accordance  with  Federal  Acquisition 
Regulation  15.805.5  ”Field pricing  support.” 

b.  Include  appropriate  instruction  on  conducting  procurements  from  FPI  in  the  acquisition 
training  curriculum. 

FPI  RESPONSE  l.a.i.:  FPI  concurs.  As  previously  agreed,  FPI  will  submit  cost  and  pricing 
data.  At  a  recent  briefing,  the  DoP  IG  informed  FPI  that  requests  by  FPI  for  "should  cost" 
analyses  needed  to  be  made  through  the  Freedom  of  Information  Act.  This  is  not  in  the 
spirit  of  information  parity  and  Ml  disclosure.  FPI  requests  that  PoP  procurement 
agencies  be  instructed  to  share  their  cost\price  analysis  data  with  FPI.  While  the  PoP  IG 
Praft  indicates  information  parity  did  not  exist  between  FPI  and  DoP  customers,  the  draft 
only  recommends  that  DoD  obtain  data  from  FPI.  To  be  consistent  with  the  principle  of 
Ml  information  parity,  the  DoD  IG  should  also  recommend  that  DoD  procurement  officials 
share  their  relevant  cost  and  price  data  with  FPI  to  assure  that  FPI  is  producing  at  the 
lowest  possible  price. 

FPI  RESPONSE  l.a.ii.:  FPI  does  not  concur.  As  previously  indicated,  the  FAR  guidance 
for  such  certifications,  cariying  the  possibility  of  negative  sanctions  including  interest 
payments  and  penalties,  is  clearly  aimed  at  private  sector  contractors.  FPI  as  a  wholly 
owned  Government  corporation  should  not  be  required  to  provide  such  certifications, 
especially  in  view  of  the  fact  that  FPI  agrees  with  the  DoD  IG  that  there  should  be  full 
information  parity  in  contract  negotiations,  i.e.  sharing  of  FPI  and  DoD  cost  analysis  data 
should  occur. 
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FPI  RESPONSE  FPI  does  not  concur.  The  pricing  support  as  recommended 

implies  that  additional  audits  could  be  forthcoming  each  time  a  contract  exceeds  $500,000. 
Again,  FPI  is  treated  as  a  private  sector  entity  in  this  regard.  FPI  maintains  that  the 
Director,  Defense  Contract  Audit  Agency  (DCAA)  should  consult  with  the  DoD  IG,  the 
Department  of  Justice  IG,  and  perhaps  the  General  Accounting  Office  before  initiating 
additional  audits  of  FPI. 

Following  General  Accounting  Office  direction,  FPI  is  audited  aimually  by  independent 
accounting  firms  and  throughout  the  year  by  internal  control  components  of  the  Federal 
Bureau  of  Prisons  to  ensure  that  applicable  regulations  are  followed.  Additionally, 
Department  of  Justice  and  Inspector  General  offices  audit  FPI.  Now  the  DoD  IG-has  also 
audited  FPPs  operations.  The  addition  of  another  DoD  audit  agency  such  as  the  DCAA, 
may  be  beyond  the  scope  of  intergovernmental  operations  in  that  these  audits  may  be  in 
the  GAO  or  IG  areas  of  expertise  since  they  cross  Executive  Branch  agencies. 

FPI  RESPONSE  l.b.:  FPI  concurs.  FPI  offers  its  input  into  this  process.  As  another 
Government  agency,  FPI  ^  conducts  training  with  General  Services  Administration 
procurement  officials  outlining  the  differences  in  procurement  from  FPI  versus  the  private 
sector.  It  would  be  beneficial  to  all  to  ensure  that  misconceptions  and  myths  are  clarified 
in  such  training. 

PQDJG  RECOMMENDATION  2.  We  recommend  that  the  Director  of  Defense 
Procurement  coordinate  with  the  Federal  Prison  Industries  on  the  parameters  of  reasonableness 
for  FPI  profits  on  individual  contracts. 

FPI.  RESPONSE;  FPI  concurs.  As  mentioned  above,  FPI  and  DoD  have  discussed  a 
process  to  resolve  this  issue. 

DOD-IG  RECOMMENDATIDN  3.  We  recommend  that  the  Director^  Defense  Contract 
Audit  Agency,  obtain  a  legal  opinion  on  whether  they  can  provide  contract  audit  support  for 
FPI  proposals  and  contracts. 

EPJ.  RESPONSE;  FPI  does  not  concur.  As  noted  in  the  response  to  Recommendation 
l.a.iii.,  FPI  maintains  that  the  Director,  Defense  Contract  Audit  Agency  (DCAA)  should 
consult  with  the  DoD  IG,  the  Department  of  Justice  IG,  and  perhaps  the  General 
Accounting  Office  before  initiating  additional  audits  of  FPI. 

The  following  DoP  IG  Recommendations  will  be  addressed  together. 

DQP-IG  RECOMMENDATION  4.  We  recommend  that  the  Commander,  Tank-Automotive 
Command,  request  a  voluntary  r^nd  of  $81,349  for  contracts  listed  in  Appendix  A,  page  29, 
and  review  other  contracts  with  FPI  for  potential  overpricing. 

DQP-IG  RECOMMENDATION  5.  We  recommend  that  the  Commander,  Navy  Ships  Parts 
Control  Center,  request  a  voluntary  refund  of  $372,025 for  contracts  listed  in  Appendix  A,  page 
30,  and  review  other  contracts  with  FPI  for  potential  overpricing. 
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DQD-ig  recommendation  6.  We  recommend  that  the  Commander,  Defense 
Electronics  Supply  Center,  rerpiest  a  voluntary  refund  of  $233,237  for  contracts  listed  in 
Appendix  A,  page  30,  and  review  other  contracts  with  FPJ  for  potential  overpricing. 

POD>IG  RECOMMENDATION  7.  We  recommend  that  the  Commander,  Defense  General 
Supply  Center,  request  a  voluntary  refund  of  $1,143,170 for  contracts  listed  in  Appendix  A,  page 
31  to  33,  and  review  other  contracts  with  FPI  for  potential  overpricing. 

EPI  REgiyNSg;  FPI  does  not  concur.  As  indicated  above,  FPI  does  not  dispute  findings 
of  cost  estimating  inaccuracies  and  has  taken  or  is  taking  corrective  action  to  resolve  these 
problems.  However,  the  DoD  IG  Draft  Report  did  not  show  any  instances  of:  1)  FPL 
prices  exceeding  current  market  price,  or  2)  defective  pricing.  For  reasons  explained  in 
FPPs  response  to  the  DoD  IG’s  finding  concerning  pricing  (Section  L),  FPI  does  not  agree 
that  overpricing  has  occurred. 
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m.  FPI  CORRECTIVE  ACTIONS 


FPI  has  not  taken  issue  with  the  fact  that  its  cost  estimating  procedures  must  be  improved. 
This  is  an  issue  which  was  addressed  in  a  Management  Letter  furmshed  to  the  FPI  Board 
of  Directors.  Because  the  Letter  is  incorporated  by  reference  in  the  Draft  Report  (Dr^t, 
p.  15),  FPI  is  reporting  corrective  actions  taken  to  date  as  a  result  of  the  cost  estimating 
discrepancies.  These  actions  arc  described  below  by  subject. 

1.  Unit  Cost  Estimates.  Preliminary  work  has  begun  on  unit  cost  estimates.  The 
processes  by  which  each  division  prepares  this  estirnate  will  be  examined  and  general  and 
administrative  costs  will  be  addressed.  The  method  to  allocate  general  and  administrative 
costs  will  be  developed  and  an  anticipated  October  7,  1991  date  is  set  for  completion. 

2.  Case  Study.  Problem  areas  at  one  FPI  factory  will  be  examined  and  used  as  the 
basis  for  development  of  future  management  training.  The  effectiveness  of  current  cost 
management  policies  will  be  included  in  the  factory  examination.  An  anticipated 
completion  date  is  not  yet  available  pending  the  results  of  the  site  visit, 

3.  Pricing  Policy.  A  review  of  the  Armed  Sendees  Pricing  Manual  will  be  undertaken 
to  assure  that  FPI  policy  and  the  guidelines  of  this  manual  are  consistent.  It  is  anticipated 
that  this  review  will  be  accomplished  by  October  2.  Additionally,  FPI  and  DOD  will  work 
on  resolution  of  the  issue  of  reasonable  price. 

4.  Accounting  Controls/Cost  Accounting  System /Production  Management  System, 
Since  FPI  is  in  the  process  of  changing  its  information  ^stem  to  make  the  information 
more  relevant,  there  are  short  and  long  term  actions  which  are  being  undertaken. 

In  the  short  term  (pending  full  implementation  of  the  new  system)  the  following  actions 
have  or  will  be  taken: 

Development  of  detailed  sununaries  of  deficiencies  from  all  recent  Bureau 
of  Prisons  program  reviews  requiring  each  division/location  to  ensure 
compliance  with  all  current  requirements. 

Development  of  suggestions  for  completing  job  analysis  and  how  this  can  be 
accomplished  on  a  daily  basis.  This  includes  non-financial  measurements. 

Provision  of  examples  to  factories  of  the  indicators  which  determine 
usefulness/effectiveness  of  the  cost  system.  The  local  factories  could  request 
assistance  in  making  changes  or  getting  waivers  to  the  current  system. 

Reduction  of  current  requirements  for  form  completions  and  similar  items 
where  the  requirement  is  impractical  or  not  useful. 
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In  the  long  term,  the  cost  management  system  will  include: 

a.  Formalized  short  term  actions. 

b.  Full  utilization  of  system  capabilities  to  enhance  and  make  data  accumulation 
and  analysis  timely,  accurate,  and  efficient. 

c.  Review  the  possible  development  of  general  cost  management  policy  with 
product  division  supplements  which  address  each  of  their  specific  operating 
circumstances. 

d.  Analysis  of  alternative  methods  of  accounting  for  and  allocating  direct  labor 
and  overhead. 

e.  Definition  of  various  options  and  results  of  each  allocation  that  must  be 
considered  to  determine  individual  factory  and  division  capabilities  relative 
to  overhead  and  production  cost  estimation. 

f.  Formalized  use  of  work  measurement  standards  in  all  related  cost 
management  functions. 

g.  Simplified  cost  accounting  requirements. 
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IV.  FPI  COMMENTS  ON  DOD  IG*s  APPENDICES  TO  DRAFT  REPORT 


Presentation  of  Data.  FPI  has  serious  reservations  with  the  presentation  of  statistical  data 
in  the  appendices  of  the  report.  The  presentations  are  conflicting  and  misleading. 

Appendix  A.  Three  columns  entitled  "Additional  Profit..."  are  displayed  and  arc  explained 
below  the  table  as  being  that  profit  above  the  profit  rate  agreed  to  at  the  time  of 
negotiations,  as  if  profit  was  the  prime  point  of  negotiation.  Particularly  for  fixed  price 
contracting,  price,  not  profit,  is  the  prime  negotiating  point. 

Appendix  C.  The  tables  do  not  support  the  finding,  i.e.  if  a  current  market  price  is  shown 
in  the  "Market/No  Market"  column,  it  appears  the  FPI  price  was  under  the  market  price 
in  nearly  all  cases. 

Appendix  D.  The  "Markup"  (Percent)  column  exaggerates  the  estimated  markups,  e.g., 
Appendix  D  would  have  a  price  of  $120  on  a  cost  of  $100  as  a  120  percent  markup,  when 
in  actuality  it  4  a  20  percent  markup.  In  fact,  a  120  percent  markup  on  a  cost  of  $100 
would  generally  mean  a  price  of  $220.  Markup  is  traditionally  defined  as  "an  amount 
added  to  the  cost  price  to  determine  the  selling  price."  The  DoD-IG  report  has  markup 
defined  in  contradictory  terms,  first  as  the  difference  between  the  cost  and  selling  price, 
then  as  the  selling  price  divided  by  the  cost  price.  It  clearly  is  the  difference  divided  by  the 
cost;  not  the  selling  price  divided  by  the  cost,  because  that  adds  100  percent  to  the 
difference. 
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The  DoD  IG  Draft  Report  concludes  that  the  audit  has  revealed  "overpricing."  But 
there  has  been  overpricing  only  in  the  narrow  sense  that  FPTs  profits  were  higher  than  the 
profits  that  were  originally  identified  between  FPI  and  DoD  when  an  overall  price  was 
originally  negotiated.  In  real  economic  terms,  FPI  saved  the  DoD  $1.9  million  on  the  same 
contracts  which  the  audit  asserts  were  overpriced.  In  sum,  the  DoD  IG  has  confused  cost 
accumulation  issues  with  pricing  issues.  Cost  estimation  and  accumulation  is  relevant  to, 
but  does  not  determine,  price.  The  DOD  IG  has  properly  identified  problems  related  to 
cost  accumulation  and  estimation,  and  the  proper  solution  to  these  problems  have  to  do 
with  cost  accumulation  and  estimation,  not  with  pricing.  With  the  assistance  of  DoD,  we 
are  now  in  the  process  of  putting  an  appropriate  cost  estimation  and  cost  accumulation 
system  into  place.  No  further  remedial  action  is  called  for. 
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ATTACHEMEJjT  1 
U.S.  Department  of  Justice 

UNICOR 

Federiil  Pri5on  Indu.’itries.  Inc 


Washington,  DC  20534 


April  24,  1991 


Victoria  Hara 

Project  Manager/DOD-IG 

400  Army-Navy  Drive,  Suite  600 

Arlington,  VA  22202 

Dear  Ms.  Hara: 

This  is  to  formalize  our  response  to  the  question  we  have 
discussed  regarding  the  availability  of  our  unit  cost  statements. 
You  indicated  to  me  there  was  concern  that  FPI  had  not  been  making 
available  to  the  Department  of  Defense  (DOD)  estimated  unit  cost 
statements  as  a  means  of  verifying  the  reasonableness  of  FPI's 
prices. 

We  agree  that  these  itemized  statements  should  be  made 
available  to  the  Department  of  Defense,  or  for  that  matter  to  any 
other  customer  agencies,  when  there  is  a  question  concerning 
prices.  In  fact  they  are  routinely  turned  over  in  such 
circumstances.  The  current  agreement  we  have  worked  out  with 
several  DOD  buying  agencies  of  turning  the  cost  statements  over 
when  there  is  a  genuine  question  or  dispute,  rather  than  routinely, 
seems  to  be  a  good  one  and  should  be  continued. 

While  costs  are  a  very  important  element  in  determining  price, 
there  is  no  simple  formula  that  can  be  applied  in  every  case.  As 
was  recently  explained  in  a  letter  from  Controller  Jack  Rigsby  to 
the  Office  of  the  DOD  Inspector  General,  FPI  pricing  is  not  simply 
a  question  of  costs,  but  must  be  configured  to  respond  to  our 
unique  role  as  a  Federal  government  correctional  program  with  many 
statutory  mandates,  including  requirements  that  we  produce  products 
on  an  economic  basis,  employ  as  many  inmates  as  possible,  diversify 
our  product  lines,  avoid  undue  impact  on  the  private  sector,  teach 
inmates  a  trade,  and  charge  no  more  than  current  market  price.  The 
pressure  to  diversify  and  accomplish  all  these  other  goals,  while 
the  entire  corporation  remains  economically  self  sustaining,  may 
'require  that  earning  margins  for  some  products  be  higher  so  that 
earnings  on  other  products  may  be  smaller  or  even  non-existent,  but 
we  meet  our  other  Congressional  mandates.  However,  at  no  time  can 
our  price  be  more  than  current  market  price. 
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For  these  reasons,  we  suggest  that  unit  cost  estimates  be 
provided  where  the  agency  requests  then.  In  most  cases,  it  may  be 
sufficient  to  look  at  total  material  costs  rather  than  all  single 
items.  However,  whenever  there  is  a  question  of  whether  our  costs 
are  accurate  or  to  ensure  they  do  not  exceed  current  market  price, 
we  will  gladly  provide  all  details  requested  by  the  contracting 
officer. 

It  is  very  important  to  ensure  our  cost  statements  meet  DOD*s 
requirements,  and  we  would  be  glad  to  meet  with  you  if  you  think 
the  policy  set  out  above  needs  modification. 


Sincerely, 


Thbmas  J,  Pospichal 
Division  Manager 
Plans  &  Policy  Division 
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